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Well, I presume everyone understands what we are essentially trying

M

to do is to provide information for the planning committee that the Institute
has appointed to decide what actions we might take as an organized profession
to meet the challenge of the future.

This committee is to report in 1968 and

they are now gathering information from all types of firms from all geographic

areas.

Jack’s book. The CPA Plans for the Future, raises a number of questions,

and the thought was that by dealing with these questions as to how we reacted

to them, suggestions we might have for implementing or answering them would provide
information for this planning group.
free discussion.

Procedurally, here, I hope this is a completely

It is being taped and will be reproduced and passed on to this

planning committee.

I hope this does not inhibit you in any way because we need

to have everyone express themselves freely.

I believe there has already been a

similar meeting held in New York, a similar meeting in Chicago, one scheduled for
San Francisco and there may later be another one in the Houston area.

that will be the scope of the meetings that will be held.

I believe

There may be other

types organized that will carry on also.
One participant in the Chicago meeting came away with enthusiasm about
what could be developed by just a group of fairly intelligent people sitting

down and talking about problems.

It is particularly important that each man

comes from a slightly different area.

I hope we can proceed in that way.

hope also that we can keep from fighting.

You can argue but no fighting.

propose to let this meeting run just as open as it possibly can.

I
I

I will ask

tomorrow just before noon, going around the room individually asking every
person, if they had five minutes to state their views as to what we have
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accomplished and what recommendations we might specifically make to this planning
committee as to what they might do.

completely free discussion.

But up until that time I hope this is a

You might keep this in mind as it is coming up, so

if something occurs to you, you can make a note of it.

Let me state the general background in the book that Jack has prepared

and see why we seem to have a problem here as a profession.

course, is change that is taking place.

One big thing, of

There have been changes in the educational

level of the people of our population; there have been changes in the influence

of minority groups; there have been changes in the business environment; there
have been shifts in population into a teenage generation; there have been shifts
in the way business is done; there are shifts in the moral views, what is moral

and what is immoral.

These have all changed.

The entire advent of technology

in itself seems to be causing a great number of changes.

I met with some people

from MIT the other day and they tell me that they have spun off from MIT fifty-nine
different corporations having a net income of over a million dollars, just from
the technological development that has taken place.

on highway 128, I believe.

development.

These firms have gone in

We have this tremendous impact of technological

And we have price level change; we have government spending and

government action; we have the computer more than anything else.

All of this

suggests there is going to be a great change in our society and the problem is,

what does the CPA profession do about it?
reaction type of a profession.

Typically the profession has been a

I use the words reaction and action in this sense;

by reaction, the problem has come up and then we have reacted to solve it.

We

have never initiated an area wherein we would work, but the idea now that seems
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to be coming is that if we are to be an influential profession in the future

we’re going to have to be an action profession.
out new areas in which to work.

We are going to have to seek

If we don’t do this, others are going to move

along, of course, and take advantage of opportunities that arise from this

change in the environment.

It may change the nature of our activity as an

I think you are all aware of the increase in liabilities

organized profession.

that are being attached to certification, and there is a great suggestion that
we should there have more togetherness, if you will, within the accounting pro
fession, that we need to operate more as an organized, unified body than we do

as a separate group.

I've testified, as I know many of you have, in court

cases with some other CPA as your opponent.

opposite of other CPAs.

Some CPA testified just the

And this internal conflict suggests again that we need

to organize the profession and get us together something like the doctors or

whatever you might have.

So with this general background I’d like to open up

the issue then of what are we going to do about it and probably the first
thing that we do have of importance is what is the proper practice of accounting;

what is its goal?

We will start when Art Wyatt comes in.

little something on this.

He has worked out a

Before starting on that however, I'd like to have

any comments any of you have.

How do you react to the idea that we do need to

expand accounting, or do we have a problem at all here?

P

Norton, I'd like to ask will we get any kind of report out of this

meeting ourselves?

M

Bob, I hope so.
to be something like this.

I don't know.

I anticipate this transcript is going

If I can have the girl reproduce it... I think we

can probably get Mike to give us a digest of each section and that will be
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distributed.

That’s the thought I had in mind.

would go before I made too much of a commitment.

I wanted to see just how it
I’ll plan on that and I think

you can count on getting it, you’ll at least get something--how much in detail
I don’t know.

Does this answer you?

P

Yes.

M

I presume everyone has had a copy of the book and knows generally

what’s in it.

Jerry has some of the problems he has outlined for us.

had criticism of it and I’ve had favorable reaction to it as well.

I’ve

In other

words, do we have a problem at all?
P

What were the criticisms of the book?

M

Some people say that there are other problems that are not included

in here and I certainly suspect that’s true.
we should go into areas that we should not go.

Some people say it implies that
I believe those are the main

two criticisms.

Well, no one can take issue of the fact that the profession has

P
problems.

It seems to me if we took this particular position we wouldn’t be

trying to improve ourselves all the time.
P

I think that this is a criticism of the book, but my impression of the
book is that he raises all the problems but he doesn’t give the answers to the

problems in the book.
the answers.
M

People reading the book are reading the book looking for

I don’t think they will find them there.

I rather sense that’s what the problem is.

The people to whom I

talked wanted the answers.

P

It’s not supposed to be that type of book.

P

I’d be disappointed if he had tried to give the answer; I think...
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Well, that was my impression as I read the book, but then when I read

P

the chapter that I was particularly assigned I found that he did give an awful

lot of thought answers too.

Maybe not specific, but general approaches

I was moreimpressed after I studied my chapter

to get the answers.

to take

in detail

than I was when I read the book originally.
Well, I know he tried to get answers. I can tell you that

P

in back of

this book are the names of the people of the disciplines whom he interviewed.

back of everything he says, there is some authority—for about everything.

In

The

discussion on Economics, for example, was developed largely from his discussion

with Ezra Solomon.
psychology.

Alex Bavelas prepared the background for the area in

He had a political scientist from the University of Chicago.

had presidents of several corporations.

and educators.

He

There were a number of practicing CPAs

And there were certainly, George, some suggested answers in this.

This material is not all original with him.

It came as a result of all these

meetings extending over a four or five year period when he developed the material

but I don’t believe he intends, if I understand it, for anything that he suggests

to be a final answer.

He proposed it as a tentative solution for us to make our

judgments and comments.
I have one question here on the date the book’s been out and your con

P

ducting these seminars around now.

Will the end results of these seminars be a

sequel to that book?
Ed, as I understand it, this planning committee will come out with a

M

report.

I don’t know how they plan to do it.

I do know that the report will

be widely distributed.

But whether that’s before or after it’s approved by

Council, I don’t know.

They may have to take it in sections, if they have con

troversial issues, and I’m sure they will have.
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P

Will this committee of the Illinois Society’s be coordinated with the
efforts of the American Institute’s Committee, Norton?

M

Do you know?

You mean the one with Bob McClure—that is more of an ad hoc committee.

They do not have the same function as we do.

They are examining the book and if

they report to the Planning Committee at all, it will be on an informal basis.

There is no intent, I am informed, that they will have a formal report such as

the one we’re going to have.

Mike tells me that the Ohio Society is contemplating

a similar study and I think this is probably good, but in the main, these groups

are trying to get at different areas.

Our group is largely the smaller practitioners

and educators and I think the meeting in the New York area had a number of the
bigger firms and smaller firms.

Each of these are supposed to be representative,

Bob, whereas when you get to the Illinois Society group you sometimes may not get
a group that would be entirely representative.
Well, I suppose you all know Carman Blough, who just came in, or at

least I know you’ve heard of him, so Carman, welcome.

P

Thank you.

Scope of an Accounting Practice

Professor Arthur Wyatt

12
And here is Art, just hack from finishing a lecture to your future

M

employees.

Art, I have outlined the general context of how the book was developed.

There seems to be general acceptance of the views that the profession does have
some problems and that it might be well for us to examine them and so we will more

or less just go straight through the book.

you had a chance to observe.

The book does logically build up if

It covers a lot in the first five chapters then every

thing in it follows in sequence from that basic premise.

We are now ready for the

scope of accounting practice and I believe you worked out a few remarks on that.

I think that if it is decided that we’ve agreed that there are some

P

problems, it is a step forward.

A lot of times accountants get together and they

kick the problems under the table to forget about them.

To start this discussion,

I find quite a challenge because the problems about the future are always complex

and nebulus—because we’re viewing the future.

The issue raised in Chapter 6

and probably the most crucial issue, in the view of Jack Carey at any rate, is

trying to get an understanding of what we mean by the practice of accountancy.
I think that there are a number of concepts that carry over from the past as far

as what is meant.

In our elementary accounting course, the course that I just

finished working with a few minutes ago, we give the students a definition that
says something along the lines of "accounting involves the accumulation, recording,

and processing, and interpreting of enterprise information."
that probably hasn’t changed too much.

This is a definition

I think it also appears in substance in

the accounting research bulletins, or in the accounting terminology books that

have definitions.

Probably a newer and little more sophisticated idea is that

accounting involves the communication and interpretation of economic and financial

data.

This sounds better and is a little broader; we bring in economic data.

In
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the eyes of some people, it makes it too broad, because there certainly is some
economic data that accountants don't do very much with.

Another approach to

defining the practice of accountancy is that accounting consists of the branches

of accounting, of auditing, taxes and management services.

This is another way

that the practice of accounting has been described.

Now in Chapter 6, Carey’s point seems to be that we need to develop

and articulate a philosophy of accounting practice.

He makes the statement

that the lack of a conceptual framework will result in failure to perceive gaps
in the structure.

Now one question that I would throw out is if this is an

absence or a lack, we don’t have a concept or philosophy of accounting practice.

How has this handicapped us so far?

We’ve been in practice for 60 or 70 years,

apparently with an absence of a philosophy of accounting practice and if this
is so important, then presumably it should have handicapped the accounting pro

fession.

How has it?

Another question, is can we articulate such a concept

which is broad enough to permit accounting to adapt changes—changes in the
economic and social way of doing things—and yet be specific enough to help us in

the present?

How can we develop a concept that would have been broad enough, for

example, to have included in 1900, the tax practice, or to have included in 1935
the impact of data-processing equipment?

How can we develop a concept today

that is broad enough to encompass our ability to adapt to change in the future

and yet be useful today?

I think this is the kind of a question that accounting

professors would like to play around with but, from a practical point of view,

the practitioner doesn’t really worry about it.

The practitioner’s worry is

more concerned with doing the job that the client wants to have done.
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Garey also asserted that there are three basic ideas which are now

taking root and I think we might bring these on the table for consideration.

One, that accounting embraces the measurement in communication of all economic

and financial data.

Now, lest he be accused of putting a number of people out

of business, he did indicate that we weren’t going to replace all the economists

and the statisticians and investment analysts while we broaden our scope.

This

does not mean that we are going to do all things with all financial and economic
data; just make use of some of this information.

Secondly, that accounting is

an integrated service; it’s not bits and pieces, it is an integrated service and

accountants are not rendering full service to their clients unless they provide
an integrated service to them.

And finally, that the attest function can be

naturally and properly extended to areas other than standard opinion audit.
These were the three basic ideas that he put forth.

The tone of the

chapter is the extension and expansion of the scope of the traditional CPA
service.

Current problems of the profession are downgraded at this point in

favor of opening the horizons to the future.

At this point I think that, hope

fully there are enough ideas from these few paragraphs in this chapter that we

can probably talk about all day, but we have about 30 minutes according to the
agenda.

My role, I’m sure in this, is not to answer questions, but to listen

to questions that I hope somebody else will pitch in with an answer.

Norton, I have one comment on the question whether or not we have

P

been handicapped without this conceptual approach that Jack Carey is speaking

of.

I got rather severe exposure, a couple of years back, to a local report

on what our consumers think we do or thought of us.

I think we have been
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handicapped by the appearance we have given to business communities in general.

There is no sharp definition, in the minds of most of the public, I think,

between what we are doing and what the public accountant is doing; in some
cases what the management consultant is doing and so forth.

Our image, I think,

is a handicap.

M

How does everybody else feel about it?

I think whether or not we

have the handicap is a very serious matter.

Norton, I feel that the accountants have been too backward over a

P

period of time.

They are not willing to stick their necks out and the accountant’s

number one failure has been their gospel—that the darn credits balance out debits

or whatever you want to call them.

I think that the profession should aim in the

direction of working closely with firms to help them in directing their activities

in the area of interpreting data-forecasts.

The one area, I feel, where we’ve

gained a lot of clients from other practitioners, is that we’ve used the tools

or the names of forecasting, whether it’s operations cash, developing profits,
profit analyses by profit by product line or profit contribution, return on
assets employed, and other things of that nature against just preparing income
tax returns and audited statements, or just the statements without audit.

I

feel that we, in the profession, will gain the rewards from it—the financial
rewards for one thing as well as satisfaction of contributing to society is in
working with the businesses, financial communities, etc., in forecasting areas,

that is pointing out to them where they are going, as well as where they have

been.

Just coming up with the balance sheet and the tax return is old hat.

Our clients today, and remember where I talk from we have many small clients
with no more than 7 or 100 employees, but they are just taking for granted we
can audit the inventory valuations, prepare the tax returns and that there is
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no problem in that.

their business.

What they’re looking for from us, is assistance in guiding

Even as to taking it further than compensation plans is to

direction of personnel.

And, of course, if we see that the problem is too far

over our heads in handling personnel, the psychology of it and so forth, we
recommend that they do this or that in regard to getting additional professional
guidance in the area.

You would move the profession right into the entire planning area,

M

is that right?

P

Exactly, yes.

M

That would become in your mind, an integral part of accounting, as
well as the historical reporting.

Right.

P
the trade.

The accounting is just a portion or just one of the tools of

They’d be the main tool.

M

Dick.

P

I agree with Kelsey to a certain extent.

I think one of the problems

is that the thing that gave us stature in our profession was our ability to be
independent and exercise the attest function.

Now we are going through somewhat

of a revolution in our profession, since some of our clients have determined that
we are able to be consultants from our training related to the attest function.

Some of the firms have been aggressive and gone into changing their type of work

rather than reacting only, they have acted, I feel, in taking the lead in

developing the profession rather than going along with it.

I think that the

thing that is bothering us right now is, "do we stay with this attest function

as being our primary objective and our main reason for being in the profession
or do we branch out from there?"

My personal feeling is that we will branch
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out in this function farther than the financial statement since the crux of our
whole problem, this sounds a little bit like over simplification, but the crux of

our whole problem is the computer.
this effects us.

It is difficult to imagine how many areas

I can even see the attest function coming up in the future to

the computer—the programming of the computer.

This is going to require us to

go beyond our routines of generally accepted auditing.

M

Am I correct in interpreting you as then saying that the future should
be an expansion of the attest function?

That is, should we include the manage

ment audit, attesting its accuracy of management or attesting as to the accuracy

of the Miss America Talent on the beauty contest, or attesting of almost a
variety of everything.

P

I can even see attesting for forecasting, which we now disclaim.

M

And this you would see as different light than Bud’s, in the sense that
you would stand back as the attestor and not be directly involved in...

P

Yes, but I think we’d be directly involved too.

I think that we are

going to be involved in the total business rather than only in historical report
ing, as I believe it may have been our problem in the past.

any different from the legal or medical professions.

I don’t see how we’re

The legal profession isn’t

always concerned with trial cases or criminal work; they aren’t always concerned
with abstract work, they are concerned with many different facets of law.

same with the medical profession.

The

We have our local practitioners who can pre

pare with general practitioners; we have our specialists; we have our big clinics.

To me they run parallel to our profession.

have to keep abreast of things.

Their problems are like ours.

They

They even have an area of which they are question

ing whether it’s true medicine or not, i.e., psychiatry.

It seems we are examining
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some of our management services areas to determine which belong within our pro

fession.
P

Well, both Bud and Dick express, I think to some extent, what they
would like it to be and what they hope it would become not mainly so much as

what it has been.

Except perhaps for more limited firms and even then, I hope

we also have had some of these same types of experiences of participating beyond

the attest function in management.

I know we do some of this, but I’ve also

had the experience, quite frequently, as I suspect most of you have, of having

a client who perhaps is only an income tax client obtain some management con
sultant or someone outside to do a job in cost analysis that we would be much

Then when

better qualified to do than the one they retained for that purpose.

you talk to them, they say, "Oh, do you do that sort of thing too?"
This is a lack of communication with our own clients, of course.

I’ d

be surprised if the image that you have all presented to the public in general,

even including your own clients, isn’t something less than all of what you feel
that we should be in the future.
M

Am I correct in suggesting that you interpret this to mean that we

need a great deal of public relations to acquaint people with what we are doing

or what we want to do, or what?

P

I tend to agree with you just intuitively.

Yes, I’m not sure of what I think that public relations should be, but

I agree we need something that gets it across.

Communicating in some fashion

is certainly desirable.

P

You’re getting into my assigned chapter now—public relations.

In

that chapter they talk about how you can’t obtain this recognition through a
PR program itself.

PR doesn’t work unless there is something else behind it.

You have to earn this recognition rather than just talk about it.
the PR program itself is any solution.

I don’t think

I think we have to perform in these areas
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over a long period of time with the result of a successful performance and we’ll
be recognized.

P

That still doesn’t get to the communication problem.

P

Well, there is a communication problem, but...

P

The formal framework certainly has to be there and see that it gets the
best public relations.

P

It doesn’t fully accomplish communication.

I think we should emphasize the fact that it is

our own communications,

it is our own public relations effort, that is so vitally important.

A public

relations program, as such, in the fashion that we commonly speak of, isn’t the
type of thing that is going to have the most effect.

It’s what we do ourselves,

everyday in everyway, that is going to sell ourselves and our services to our

clients and to the business community and the public in general.

I think some

times we forget that in our day-to-day work we forget this and we don’t carry

this function out nearly so well as we ought to.
P

I would second that.

Norton, I think probably one of the reasons

why we have some difficulty in getting across to our clients and public in
general what our firm may be trying to do, is that we either don’t really have
a common accounting philosophy or at least a complete understanding of it our
selves, or what we should be trying to do for our clients.

the public can become confused.

Sometimes I think

To this extent, I think, probably we are to

blame ourselves.

P

Do you think it’s possible for every accounting firm in the country

to prescribe to the same general philosophy of accounting practice?
P

Well, I don’t think so, George, but I do think that there’s certainly
a tremendous range now--a tremendous range among firms now.

P

Is that bad or is that good?

P

Well, I think it’s bad to the extent that perhaps there are too many
firms that have too restrictive a range.

This I think tends to hurt the image
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of...

Maybe that’s their capabilities, though.

P

Maybe that’s what they want

to be.

P

I think we should expand that concept.

P

Each individual firm?

P

No, absolutely.
restricted terms.

We can’t continue to have people think in these

Our present concept in the eyes of the public, it seems to

me, in many instances, is we’re a glorified bookkeeper, we’ll say.

Now we’ve

got to expand the concept of what we are to people in order for them to—in
order to promote our best interests and our services.
Well, I feel that there’s a need for us to be recognized professionally

P

for what we’re capable of doing.

In other words, instead of just having on our

stationery, CPA, have on there Management Consultant, various areas, and so forth.
In other words, if this thing should be broken out in sections, practice should
be limited to certain areas, then we know what we are qualified to do and we won’t

step into an area that we’re not without some additional education and so forth.
And also, the public would know the area that we’re qualified to function in.
P

You’re thinking that a specific recognition of these specialists...

P

Right, right.

P

I take issue of that.

fragmentize the profession.

I don’t think that we should sectionalize or

We should think of ourselves as certified public

accountants and communicate to people the fact that we can perform all these

services.

This is the philosophy, it seems to me, that we have to work consistent

ly and constantly on.
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M

Even though one man might specialize more.

This point that George is

making of the general image that the people have of us.

The public if you will,

should be made to feel that we should have a larger scope even though only one

man in it is only partly qualified.

Please speak right out, gentlemen, let’s

not make this formal anymore, unless too many people are talking.
This is a little like the three blind men with the elephant.

P

does the public touch the elephant?

Where

For instance, I know of one firm in

Indianapolis that is a national firm and they have, I think, about 12 or 14 people
there and the only thing—98% of what they do is out of General Motors Division.
It seems to me that people who know about that firm, and come in contact with

that firm or with the people in it, are going to get quite a different impression
than they would of my firm or any of your firms, as to what kind of an elephant
it is.

By the same token, I don’t know that I argue with you, I think maybe I

agree a little with you, that they ought to make that a practice that does

encompass at least something besides auditing.

Most of our firms do.

I also talk a lot of times to small firms who apparently just like to

do tax work or like to do audits or some management service and they obviously
specialize along those lines, but this does create a confusion as to what this

elephant really is, I think.

In the minds of the public, where do they come

into contact?
P

I don’t see anything wrong, George, with the small firm or any size

firm specializing in one area, doing governmental work or tax work or MAS work.
P

I don’t either.

P

The problem is making the public know that the total profession can do
such and such.

So you’re drawing a parallel between our profession and the
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medical profession again, so they have obstetricians and so forth.

P

I think one of the real concerns about this concept or, say having this
public image, is attracting people to the profession.

We’re all in it, we think

it’s a darn good profession and it can be rewarding in many ways.

I think we

just limit the image—we don’t have this public image or dispersal of knowledge
of what the accountant and GPA can do or is capable of doing, regardless of what

his specialization.
P

You’re limiting attracting people to the profession.

My topic is the input in the profession and I feel that this is a
problem that is equally as important as any one that the whole profession has.

I don’t think there’s any question about this.

P

If we attempt to fragment the view of the profession as a whole into
this area of possibly auditing, taxes, management consulting, I wonder whether

we don’t hurt the image of it as a unified profession.

Perhaps a useful line

of reasoning, one suggested by Art, would be to view accounting as the study
of information systems.

Now we have traditionally concerned ourselves with

probably the most formal of the information systems, in the firm, mainly the

accounting system.

And yet, the advent of the computer and the other technological

facets that are related to this, have to some extent decreased the necessity for

our concerning ourselves with the procedural aspects of the audit.

Perhaps it

might be a useful line of reasoning just to pursue the idea of how far we can
expand the study of information systems as such.

This certainly would take in

many of these other ideas, forecasting, statistical information and so on.

This

would carry with it a change in the concept of the attest function because not
only would you be attesting to this one small formalized part of the accounting
system, but you would be going well beyond this into the overall information

system as such.

This would also, or

might also, imply an extension to the
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decision making mechanism within the firm.
Yes, I think this is as far as the practice of accounting goes.

P

matter what branches he went into they’d have to be compatible.

have the great conflict that faced us a few years ago.

were close to, they put their money in a lot of them.

No

But, you can’t

For their clients they
They served on the board,

they did everything, they really lived with them and then they come along and

say you can’t do that, never should have done it.
break with no interest at all.

So they make a complete

Now we come back and say, well, management

service and stuff, we’re getting right back in to what we already decided once
was incompatible with auditing.

I think you have to draw the line.

I know the

big firms say we can use a management services branch on this instance and we
can send the auditing branch out in others.

Well, the small firm can’t do it

and even the big firms can’t do it, although they say they can.

If you’re

going to expand the practice you can’t expand into two fields that are incompatible,

you’ve got to go one way or the other.
I don’t think that’s true, really.

P

You don’t draw those lines at the

beginning, you have to wait; you draw them as you approach a given plan.
you can’t do an audit for one and also make decisions for one.

I mean

But you can

make decisions, the whole works for this firm, but don’t do their audit also,

perhaps.

I don’t believe we have to gear our whole practice that way.

I don’t argue with your theory, you’re right.

P

But I don’t know of

too many firms that are willing to do management services and so forth, then
when it comes time for the audit, why, they say we have got to disqualify for

the audit.

I’m saying they should do it, I grant you they should do it.
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P

We have done it, but it’s an agonizing thing.

P

Yes, it is not a ...

P

They never do as good a job as you would do, though.

P

No.

M

Well, do you think that this notion of accounting as an information

system is this what you thought it would be—a concept that would encompass
the whole of accounting that could be the general public image that we would

want to create.

Is this your thought, Mike?

It would have to be.

P

This does provide the common denominator for,

if you would like to call it, the public relations aspect, it would create
some unified image.

P

How many people in the public, though, have any idea of what an
information system is?

This is really sophisticated for the general public,

it seems to me.
It would be a long enough time before the CPAs got the full image

P
of it.

P

Mike, you’re saying that if we are going to have an overall philosophy
for the accounting profession, it should be a very general one.

Is that what

you’re saying in laymen’s language?
P

I am not sure how general it should be, but nevertheless, it should

be something which ties together some unified area or practice that we are
going to say this is ours, this is the thing that we are going to measure when
a person wants to enter our profession.

P

You are not going to get down into the specifics of the parts of this
overall philosophy.
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I am not sure that we can avoid the specifics in the long run.

P

least in terms of setting a framework for discussion.

At

We do want to have some

sort of a general approach.

The point that I was trying to make was that I agree that the pro

P

fession has to have a general philosophy, but that the individual firms within

the profession can have a very small portion of it or the whole thing, or any
place in between.

That is, if we are going to develop a general philosophy to

get one that is acceptable to everyone without a heck of a lot of argument.

It

is going to have to stay general.

I would like to speak to the point that I believe that we have not

P

yet really educated the GPA profession to what at least some of us think our

scope should be.

At the present time we have 33 partners and I am quite con

fident that two-thirds of them have very little knowledge or sympathy with what
ever may be going on in the management services department--which just happens

to be on a separate floor.

We have tried a number of ways of educating our own

partners with limited success.

But I think we have to start from within, maybe

that is what we are trying to do.

I think a part of our very poor image on

the outside, maybe it is not as poor as I’m making out, but a part of it, is that
we are not really satisfied within our own practice units as to what we should

be doing.
P

Within a firm, George, you have a different view of what the firm

should be doing.
I agree.

P

This is true.

P

Don’t you find that the management services people sort of look down
on the auditor, and vice versa?
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To a certain extent, and we are going to have to get them all on one

P

I say that facetiously, but actually it is a real big

floor here shortly.
problem.
P

I think some of the large firms would have a very great problem...

P

I think that part of the reason for this is that those people I have

spoken to in the larger firms, tend to hire non-accountants for their manage
ment service area.

They tend to hire engineers, mathematicians, people who

are familiar with us.

This would again hurt unity and permeate more of the

kind of status problems that you have in an institution such as the university,
where you have many different disciplines all thrown together under, what
amounts to, the same roof.

I would like to state a thought which is probably in variance with

P

what, at least Mike was saying.

I don’t believe that sections within the pro

fession necessarily fragment your overall image, and I think we are coming to
it whether we would like to recognize it or not, because we are not all general

practitioners.
P

Certainly.

Nevertheless, there must be some common bound that ties

together the image that the public has of a profession.
What is this information system you talk about, what does it mean

M

when we say we are the information system of a profession?
mean?

P

What would that

How far does it push us?
Doesn’t it push it as far as we are willing to let it push us?

as far as we are going to push it?

Or

Instead of looking at a tool such as a

computer as this obstacle that has to be overcome in doing an audit or viewing

the firm, why not look at it as one of the best tools that has become available
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to the accounting profession in a long time.

It takes away any necessity for

worrying excessively about these petty details of journals, ledgers, or making

analyses; instead it provides the capability for integrating the accounting

system within the entire set of information that passes through the firm—
correlating it with statistics that the sales people have, that the R and D

people

use, that the production people use.

The objective, I think, of a

total system, would be to provide your information as a by product of the

operating system itself.

The question, then, is what kind of information do

we want to get out of the system?

And if we are anything, we should consider

ourselves as experts in determining what kind of information is most relevant
to different kinds of decision systems and how you can obtain this kind of

information.

M

Well, in this lull, is it right that we are in agreement that we need

a common notion as to what accounting is; and that this needs to be passed on
to the public?

Mike has suggested the fact that that common body, if you would,

should be the total scope of information systems.

Could we attack it from

another point of view, that is what would we include in this before we give it
a name of an "information system," or any other name.

What would be the

elements that we should in fact consider to be part of the CPA practice?

A

general term of management services can be extended in either a limited or
full bloom scope.

I have had certain people who have actually served as

managers of a business and say that they were performing the management services

and others would say that that was too far.

Some people contend that even per

sonnel placement is too far, and others say it is not.

How far do we go if we

are going to create in the minds of the public this image of what we do and,
not rejecting this notion of information system, Mike, we are just leaving the

28

label off of it until we see what our boundaries are.
first step.

Does anyone have any reactions?

That, I think would be our

George?

In the current Journal of Accountancy, I think that there is a re-stated

P

concept of the accounting function.

I think it did a good job.

I’ll just read

this one sentence here, he restates the concept of the accounting function as
"the measurement and communication of financial and other economic data required

in the management of business, government and non-profit organizations both for
income planning, control and decision making and for external reports to stock
holders, credit grantors, government agencies and others concerned."

It seems

to me that this comes as close as anything that I have seen to putting it all
together.

To define it, of course, he goes ahead and indicates that there are

some objections as to whether or not this includes tax practice as we practice
it and a few other kinds of things.

Generally I thought it did a pretty good

job of putting it in one sentence.
It is my impression that the accounting practice that is expanding is

P

in the fields of the tax practice or the management services, and maybe getting
in a little accounting.

As I understand it, there really is a void there and

the accountant with his education and training and experience is better qualified

for management services than a lot of other people.
to taxes.

Now there is the same reaction

Now there is, of course, an accounting aspect, but there is an awful

lot of legal interpretation too.

The accountant has skill that no one else has.

No one else is doing it when the accountant can do it; but I don’t say that it

is an accounting practice when you get into management services, although an

accountant can do it and do a better job than the people that are non-accountants.
And anytime that there is an area where there is a void, somebody’s going to fill

it.
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P

Something that you pointed out here a minute ago, when the accountants

try to do the job effectively they go out and hire engineers and statisticians.

P

Granted that the accounting firm may do many things which are profitable,

but the question still remains as to whether or not these things are accounting,
or whether or not we would like to consider these things as being within the realm

of the accountants scope of expertise.

This becomes a rather critical question,

because I am somewhat at a loss to see how you can discuss any of the other topics
that are listed, unless you decide just what accounting is.

How can you discuss

the education of the person unless you say what he is to do?

P

Does your firm have a policy of ever becoming an executor or trustee or

something like that where you might supervise investments for a client?
this is verboten, it is impossible.

Well,

And the reason is a very good reason, I think,

that it is impossible because you might be deciding on purchasing stocks, for

instance, of a company that you might audit.

I am never going to audit Zerox or

General Motors or IBM or anything like that, so I have no problem, and by the

same token I don’t have this problem of hiring specialists because I don’t have
that many people and I don’t imagine I ever will.

And we have got to be all

things to one firm, to one business a lot of times, and one person perhaps in
our firm pretty much has to be that because you can’t afford to bring in specialists.
To this extent, a person in general practice needs to have a rather wide breast.

But, Mike was mentioning a number of departments.

When you mentioned it I thought

perhaps the majority of my clients thought that all those departments were one
person, all combined in one.
to some degree here.

I mean, I think we are talking about different things

I have to know which one you are looking at.
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It has been suggested that this tendency to hire the mathematician and

M

the statistician of a bigger firm or any firm and make them, more or less, a per
sonnel collecting agent.

But the idea suggested there was that this is a temporary

means until the education of the future accountants—until this educational lag

is overcome—until we do have people who are specialists in these various areas
and are technically accountants in the sense of having passed a qualifying examin

ation or whatever it might be.

But this then just delays the formalization of

what may be started here by hiring a specialist.
This doesn’t answer the question as to what accounting training should

P
be.

Art raised the question, "how do you provide for a change within a consistent

framework?"

This, too, requires that you have some knowledge of, or some concept

of, just what is accounting, what should the scope of it be, where does it start

and where does it stop?

P

I wonder if in this group there would be general agreement as to practice
of accounting includes work in taxes, auditing and management services.

P

How would you define management services?

P

I wouldn’t attempt to do that because I don’t think we should yet.

I

think that this depends upon the capability and the leanings of the particular

firm or the particular individual involved.

I believe we have a session of our

Institutes Management Services Committee coming up in December, which is going
to fight again about the scope problem and I think we are wasting a substantial

amount of breath, because I think this is not necessary to be defined.

We spent

about six years looking at a long list of proposed management services activities
and this really was not a very productive effort, I don’t think.

P

I feel that we want to be doctors in business, be able to get into
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every facet of business that comes within our training and our experience, somehow
an off-shoot from accounting, but we can be stumbling over this CPA, certified

public accountant, and the things that have made it what it is.

our ethics--the ethics that are involved in the scope story.

Our independence,

We don’t want to

give them up on the one hand, but yet we want to do things that are going to give

us problems if we continue in our old path.

That is what I feel is our big

problem here, on where do we go on philosophy from here.

I think we all want to

go farther than what we are now allowed to do but yet we don’t want to change

what we are allowed to do too significantly; so we have to find out how we can
change, or how can we allow ourselves to do what we want to do and still maintain

our prestige or our importance.

We want to be independent, but yet we want to

do things that, according to our past understanding of independence, are not in
conformity with this understanding of independence.

P

I don’t think that is right.

I don’t ever want to do something that

breaches independence.

P

I think the profession as a whole does.

P

Well, maybe there are those that do, I don’t know, but I find that I
need to decide which one I am going to be.

Am I going to be the auditor or am

I going to render management services far enough to actually control decisions.

P

Well, that is really what I am getting at here.

P

So far as needing to violate or restate the independence philosophy,
I don’t see that this creates any problems for our firm.

P

I think the national firms have already shown us that they want to
get into management services in the examples that Mike gave of hiring specialists.

This is now creating problems.

What is our scope?

How does it affect our
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independence?

They want to do these things but yet they want to live within the

framework that we have lived within in the past.

P

In other words, they want to do the management services and the audit

for the same company.
P

And they want to make decisions.

They are getting that far now where

they want to make decisions or have assistant making decisions, but yet we want

to be recognized as certified public accountants with our independence.

P

I don’t see how you make the decisions for the people.

I feel that I

present information to them on which they can make the decision, but I can’t
make the decision.

P

I second what Harry says.

I think that even when the client says if

you were in my shoes, what would you do, you still find one client out of four
would not do what you say you would.

And so you realize that you don’t make

the decision.

P

I don’t make the decision.

P

You made the recommendation, you could have even made it as a strong
recommendation, but he always has the right to overrule it.

P

Can’t you in your providing of information in a sense dictate the
decision or, if not dictate it, at least seriously narrow the scope of alter
natives that the client has?

P

I think that is what ought to be happening.

P

Yes.

P

We have just gone through a case where a client that is out-growing us

had to refer a management service job to a national firm and the new reportability
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accounting system that they had put in certainly is making decisions for this

client of ours.

Now, if we had been able to do this system we would have been

doing the same thing.

Some decisions are being made there as to how to value

inventory.

Well, I think the client pays for our best judgment to the extent

P

that that is influence, that’s what he is paying for.
Well, gentlemen we are getting about ready to take on the next subject.

M

I wanted to spend as much time on this one without cutting it off.
I can summarize to some extent what we are suggesting.

Let me see if

Is it correct that we

think we need a common image in the eyes of the general public as to what the

CPA profession is?

The implementation of this would require a public relations

aspect from the point of view of a general action on the part of some organized
body, but it would also require that the individual firm communicate this to its
client as to what the scope of his activities would be.

have been two suggestions.

Now if I follow—there

In one of them, Mike said this general label could

be the ’’information system” thing.

The other one, the point that George read

to us, is that of accounting in the measurement and communication function in

society—this could be the general image of it.

Is this the general area in

which we have some agreement at this time, before we go on?

I agree with Mike’s

analysis that it is what we decide at this level regarding the scope that will

have a great influence upon what follows.

P

Yes.

Does anyone disagree with what I say?

I think maybe our image as a CPA isn’t as great as we would like

it to be or as broad as we would like it to be, but this is partly an educational
process.

There are many groups who are not CPAs who practice some aspects of
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accounting, and who are unhappy because they don’t have a label like CPA.

feel this detracts from their ability to project their image.
probably understand the law better than they do accounting.

They

Now I think people
I shouldn’t say that.

They probably have a better impression of a lawyer than they do of a CPA, partly
because the lawyer has been around longer.

But, I don’t think that these people

have—the general public has a grasp of all the things that a lawyer can do.

And

I feel that it would be a backward step for the accounting profession to try to

project an image that would not build upon the CPA image.

This is a tremendous

starting point, and maybe it is a matter of convincing the public that the CPA

is not limited to auditing work; this is probably part of it.

Throwing in a

new phrase or coming up with some new gimmick, I don’t think is going to help
because the public isn’t sophisticated enough to grasp this.

It has taken a

long while just to get the public’s image of the CPA to where it is today.

Related to that point, perhaps it is useful to mention that there is

P

another group which is striving for professional recognition as all groups do;
namely, the Data Processing Management Association, who are largely a bunch of
punch-card operators who now have established some sort of a pseudo-exam leading

to certification as Certified Data Processors.

Well, how does this relate to

this thing which we call the accounting profession?

I don’t know whether it answers your question or not, but we have one

P

partner who is a member of their organization.

Isn’t there quite possibly some

thing to be gained through some degree of intermarriage?

P

Well, are they really separate though?
separate,

Do you want to keep them

or where does one stop and the other one start?
My conception of their organization now, would be that its scope was

P
much

more restrictive than the CPA’s.

They might not agree with this.

35

P

Well, not right at this point, but we can visualize their own attempts

at potential development to gain professional recognition.

Are they going to

be able to continue to limit themselves to being largely machine operators or
programmers ?

P

They, as a matter of fact, may be doing our audits for us.

P

I can’t get excited about other organizations striving for recognition.

Even if it is in a field that is fairly close to us.

P

Well, the question is, is it the same field?

P

Well, it is closely related isn’t it?

P

Well, I think that eventually they chip away at us.

Do we have to be the same field...?

I think even in your

medical professions, you have chiropractors and the osteopaths, and that where they

are, they are getting in there and chipping away.

I think we have got the same

thing with the various organizations that are organizing around the fringes, in

that they eventually chip away at us unless we absorb them or something.

P

But presumably if they can chip away they are probably going to be
chipping away at portions of your business that ought not be your most profitable.

P

That’s right, but they are chipping away because they can do it better

than we can do it, too.

P

I mean, that’s what it boils down to there.

Your efforts might be better spent on doing something that they are
not capable of doing.

P

Don’t you find today, when you talk with laymen who know nothing of

these things, they talk about the data-processing procedures because they assume
that the CPA knows all about it?

I find that when I sit beside a man in an air

plane and identify myself as a CPA, the first thing he says is, "Boy, you folks

are having a lot of fun with that electronic data processing, aren't you?"

This
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is their reaction and it seems to me that this is certainly one area that
definitely belongs to us.

Incidentally, I think the American Institute is

giving some consideration to the idea of developing some courses or arranging
some kind of courses for its members in the area of electronic data processing.
Getting back to what we were talking about a minute ago, I can cer

P

tainly agree with George that the certified public accountant is qualified to
do income tax work and to do auditing and to do management services provided

you can define management services.

Now, when you get to the area of manage

ment services, where they start having time and motion studies and plant lay
out and psychological analyses of employees, it seems to me you're getting to

an area where the CPA has no basic reason for having any understanding of the

problem at all—no reason for getting into it.
Could I speak to that because I don’t think I quite agree.

P

When we

started a separate management services department, we said we are going to be

extremely careful about holding ourselves out as competent to do things that
we can’t do.

And one of our principle examples was that we know nothing about

plant layouts, so we really can’t do anything about that.

I expect that we

would have said at that point that we know nothing about office layouts, really

but over a period of years, through study, through experience, through sort of
being forced into it, we have become, we feel, fairly good at office layouts

and office flow of people.

In three or four assignments we have called in an

outside consulting psychologist, we have called in an outside industrial

engineer—in all cases with the knowledge of the client.

But, I think,we do

ourselves a disservice by saying that this is within the scope of management
services.

I don’t know whether I made myself clear or not, but I hate to draw
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a box around it and say that if this firm steps out of this box, well, they are
wrong.
Well, there is agreement that the management services area is certainly

M

important.

Does anyone have reservations to the view that the CPA ought to be

active in all three areas?

Is there anyone who has any reservation to that?

I

am leaving the definition of management services out.
P

What do you mean by that—each CPA?

M

No, the profession encompasses management services, tax and auditing
and there would be no one in this room that would have any reservations about
that.

Well, I am amazed.
Well, Ed, I don’t know how much further we could get because I can

see nothing but endless debate on the definition of this scope.

This thing

that Carman and George have been discussing I think has been debated back and
forth many times and we’ll let the management services people propose what they

suggest would be the proper scope.

Could we go on then to our next session and

we could come back to this one at any time, let’s keep that in mind.

So, Ed

has the next topic here—it’s external reports to investors, creditors, and

special reports.

External Reports to Investors, Credit Grantors

and Special Reports

Eddie Farrell
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This area is, of course, the one area where the independent public

P

accountant is most important.

The fact of the matter is, the independent,

impartial accountant knows the existence of the demand of investors for im
partial, accurate information on business--this is where they have their
And the development of accounting in this country has been in this

money.
area.

In the last century a lot of the money invested was from British-English

investors, and they sent English accountants over here to check up on where they
had their money.

Along in the late ’20s and early ’30s, the general public for

the first time really got into the market.

In ’33 and '34, of course, the SEC

stepped into the picture and really their purpose here was only to see to it

that the small investor got the information that the big investors were already
getting.

With the accounting profession already developed to the position where

they had what they called generally accepted accounting principles, the SEC

relied on the accounting profession.

Although they had the power and still have

to prescribe the procedures of accounting principles and so forth they have left
it up to the profession to set what would be generally accepted accounting prin

ciples.

Now, we know, the members of the profession know, that there are a lot

of differences between generally accepted accounting principles but the public

doesn’t really realize that.

The small investor thinks the certified public

accountant’s statement that any other certified public accountant in any other

company ought to be able to lay the statements side by side and they would be

exactly alike.

So there’s where one of our problems is here on what we really

do develop as generally accepted accounting principles.

Now that is not defined

anywhere really—what are generally accepted accounting principles?

The SEC
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has ruled in some cases that a generally accepted accounting principle is one

that has substantial authoritative support.

Now that would not be my definition

of generally accepted because there are a lot of situations where the head of

the accounting department of a certain university takes one certain position—I
would say that was substantial authoritative support but it would be a long way

from being generally accepted.

The same situation holds if General Motors, in

their accounting, used a certain principles-that would be substantial authoritative

support but it might not be generally accepted.

Our problem today as

a profession,

and we have to realize that if we don’t develop generally accepted accounting
principles the SEC will prescribe themselves as to what they will accept so that
so far we have managed to pretty well keep it within our own profession as to

what is generally accepted.

Now the American Institute has the Accounting Prin

ciples Board and they have an Accounting Research Division and they have a Director

of Accounting Research which develops the principles.

One of our biggest problems

probably is getting more understanding of the differences that one company might

have with another in their accounting practices.

Just to run down a few of the major areas where acceptable principles

may produce material variations, of course, is in the valuation of inventory,
computation of depreciation and completion of pension plans and the accounting

board of research and development costs and you could think of a lot of others.
In reporting to investors, our concern is that they want to know
basically whether they should buy stock from this company or that company or

whether if they own stock if they should sell that stock and buy something else.
In order to make that decision intelligently the reports should have some basis

for comparability so that they can look at this statement and say that this
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company made $1.10 a share and this company $1.15 a share and they make their

decision.

Now we know, as accountants, that this is not really all the informa

tion they need.

Part of our problem related to uniformity and comparability, is

that different industries have different methods of accounting so that you have
a hard time taking a General Motors statement and comparing it with Standard Oil’s

statement of Indiana.

And even worse than that, you have a hard time comparing

two businesses in the same industry, if they are using different accounting
principles for similar things; their statements may vary quite a bit.
should be some common rules as to what is the best method may be.

There

Here again

no one yet has ever said we should just lay down some hard and fast rules.

As

far as we are concerned, our accounting principles board is probably our foundation
of what we are doing here, but even they can’t remember information--whether it

is our accounting principles board or the SEC would try to draw up a list of what
is acceptable and what is not acceptable because situations vary.

that might be best in one situation might not be in another.

One method

But our problem,

from the standpoint of the information to investors, is that there should be a
basis for the comparability of the statements on similar businesses and on

different businesses.
The SEC and most of us agree that the primary purpose of reports to
investors is actually the disclosure of any information they should know.

Now,

on this disclosure part, we make up the balance sheet and the income statement

and we put in footnotes in addition to anything we think they should know.

The

more sophisticated investor reads the footnotes, but the average investor
probably doesn't read them, or if he does, he probably doesn’t understand them.

One of the biggest problems (and everybody agrees) is that the average

investor is interested in earnings per share probably to the exclusion of all

other, I mean as far as reports, earnings per share and if it comes down to $1.11
then that looks like an exact figure and regardless of the footnotes you might

have or so forth about the method of accounting or whether this inventory was
valued at this or that, it is not going to change what is printed on that state

ment as $1.11 a share.

The financial analysts in the various brokerage houses

put out their investment letters and so forth.

They handle massive data which

investors actually want and which they need, and there is some question within
the accounting profession as to how far we should go in our reports as to including

and actually even certifying, to some of this information that the investment

analysts speak of.

My own opinion is that I think it would be almost an impossible

situation to attest to some of that information because most of it is kind of the
hopes and dreams of the management and a lot of it never comes true.

demand from the public for additional information is there.

But the

And there is a lot

of information that we could certify to or attest to which would be more reliable

information than what the investor is getting now and there’s no doubt about it

that the investor wants it.

He can’t seem to get enough information about various

The brokerage houses have probably done as much as anybody else on

companies.

that and they are doing it primarily from the standpoint of selling stock as the
basic thing, but we have to work up the information to let the investor make his

decisions.
The individual investor in himself is not as sophisticated as the general
businessman.

He has a little trouble understanding some of our ideas.

One of
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the examples is that responsibility for the statements is still a management
responsibility and the CPA finds himself in a spot where he can certify to a
statement for one company and certify to a statement for another company and

actually there might be some very basic differences in the accounting principle

there.

But if they are both generally accepted, he doesn’t have to worry his

conscience about the fact that this statement is not prepared exactly like that
one because they were both generally accepted.

Now the individual investor

can’t distinguish that and sometimes I have a little trouble myself of how one
person can do it.

You have to recognize the fact that if it is a generally

accepted principle of accounting in this situation it might be the best and in

the other situation the other method might be the best.
We come to materiality, where we have to make a decision as to whether

something is material.

And here again there is a lot of argument as to whether

a 5% area is material or whether it should be 10% or 30%.

Here again, you can’t

draw a line, I don’t think any professional organization or accounting principles
board or anyone else can ever draw a line and say that if you come within X% of

the income per share that’s close enough.

You can’t do it.

And the same situation

exists with a departure from an accounting principle, well whether or not it is
material or not isn’t any question.

And here again there is a line that is drawn,

an indefinite line that we have to develop as to what is material and what is
not material.

Now the other thing which investors complain about is the intelliga

bility--I mean whether or not they can understand the report.

Here again, we run

into the companies themselves and they put quite a bit on their annual report.
There is some doubt as to whether or not an investor can understand it.

Well,
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I think that’s a waste of time myself to understand whether the man who is buying

stock wants to know what the words wages and salaries mean.

A lot of your com

panies have gone in that direction in a big way, but I think they are kidding
themselves or kidding the public, one.

But we do have a problem and I don’t

have an answer here as to what investors should know or how far we should go

with our attest function.

But my assignment here actually is the two chapters both for the investor's standpoint and the credit grantor or the government agency and so forth.

We have to recognize that there is a little bit of a difference at the interest
here of information of the investor and the other so called special types of

reports.

Now, beginning with the credit grantors we have to recognize that we

are dealing with a different class of people than the small investor—primarily
banks—they should be able to understand report financial statements.

But here

again they are not interested so much in earnings per share as they are when they

loan $100,000 for six months, they are primarily interested in getting their
$100,000 back in six months.

So earnings per share is not as important to them

as the balance sheet, and the validity of it, the inventory, footnotes as to

whether so and so’s pledged the inventory.
and more and more detailed information.

But the credit grantor wants more

He wants the inventory and he wants a

little more information about the inventory than just the figures that say in
ventory is $300,000.

He would like to know the mix of it, how it’s arranged,

whether you get impact or none at all.

Each situation is a little bit different,

but the credit grantor usually is in a position to ask for what he wants.

Now

the commercial credit man, say for suppliers who are extending credit also, wants
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financial information.

Generally the suppliers, in their ruling on whether they

can finance credit and so forth, seem not to pay much attention to audited state
ments as to that company’s record of paying their bills.

If they pay their bills

regularly, well they are happy and sometimes, of course, you get in trouble that

way then they start wondering about an audited report on them.
The bank, probably from that type of credit standpoint, is the one who
seems to desire certified statements.

I know that in our own office, and probably

a lot of others, it’s often the first time that a man really finally decides that
he really has to have an audit.

to work closely with the CPAs.

So that bankers, from that standpoint, are likely
They like to know the CPA firm that they are

dealing with, because they want to know whether they can rely on that firm or not.

Also they like--well they don’t like just our so called standard short form reports—
the long form report.

They want it all written out, taking account of the cash

and records out of the bank.

Which all goes without saying, if we have drawn an

audit, well they ought to know we count the cash and so forth.

written out.

But they want it

There again, you are usually dealing with one or two people from

the banks that might not know beforehand what they want.
When you are dealing with government agencies you have another situation.

Some government agencies rely almost entirely on CPAs, and some government agencies

pay no attention to CPAs at all.
they rely heavily on CPAs.

Now, of course, we all know about the SEC;

At this point we want to mention the SBA’s small

business association which are small business investment companies.

I have done

a couple of audits on the small business investment companies and I think that’s

the one spot where the government has gone all out for the use of the CPA.
do the whole thing.

You

They send you their instructions for performing the exam and
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this and that.

The SBIC notifies the SBA that you have been chosen and from that

point on the SBA does practically all of it.

I will say this, the report that

they want is actually like a set of working papers--it is more than just a balance

sheet.

Sometimes the literature that the SBA sends out says that they have pre

pared all of this in cooperation with the American Institute of Accountants.

It

does tie up with what the accountants think, but they have gone farther than any

other government agency that I know of.

They actually rely completely on the CPA.

Now you get some other company or government agencies, primarily the
federal deposit insurance corporation—a litle insurance corporation that hasn’t

made much use of the CPA.

The FDIC relies almost entirely on their own examiners.

Loan people, I think, use CPAs more than banks.

But here is an area where we

like to think that we can do an awful lot of work, that the government agencies
and so forth now are doing themselves.

We have to approach it from the stand

point of the law, using the knowledge of the various rules and regulations that
they might have.

For example, on the small business investment company, one of

the things we must observe is that they have their licenses hanging on the wall.
Well that’s not auditing or anything, but that is what the government is interested

in.

If they are operating out of the SIC that their license is hanging on the

wall and that they are listed in the phone book under their right name and so

forth.

Well, it’s easy enough to check that when you are doing an audit, to look

on the wall and see the license and look in the phone book to see if they are
listed.

It’s not really accounting, but it’s easy enough.
Usually it is necessary to examine each agency to determine what their

policy is in their dealings with the CPA.

But it is an area where possibly we

could do more work for other agencies where we are not doing it, or maybe we are
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doing some work for some of the agencies that we would like to get out of.

The other type of report, now here again we are talking about the
independent public accountant, as compared to reports to investors.

Consider

charitable organizations, the CPAs are admirably qualified to make the reports to

the contributors as where their money went to and what happened.

If more use

were made of CPAs, probably some of the scandals that have developed in the charit
able organizations would be minimized.

It would also make it easier for these

various organizations to raise money if they followed the practice of reporting
to their contributors.

Although I think this title is external report, we should get into some
external reports that are actually non-financial such as tabulating Miss America

ballots, T.V. ratings, oscar winners and so forth.

The book cites a few examples

where a company has used a CPA firm for some sort of impartial test they make
that used a CPA firm only to lend credibility to their test, that it is an in

dependent test.

It’s not 100 people that they picked out and paid to say yes.

I think that is, of course, the whole reason, in the oscar winners, behind having
the man come out with the ballot.

They want to imply that really this is the

best actor in the country because Price Waterhouse audits it.

But we have to

be careful in that kind of thing or we run into what our banker friend out in
California did on the $64,000 question--came out and said this thing has been
in my vault for 48 hours and no one has seen it.

of disgraced when the scandal came out.

Well, of course, he was kind

So, I think the CPA would have to be

a little careful on some of those things, but it is an area that we would run
into.

This is strictly in our attest function as independent public accountants.

Now, that sometimes gets us into trouble maybe, but that is the one large area

where the CPA is used a lot of times.
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Well, Ed has suggested some general areas of the scope of external

M

reports to various groups and I can just start one specific point; what about

certification to the public report to investors; certification as to the sta

Can

tistical data that is often in the annual report or the ten years summary.

we assume responsibility for that?
The primary question seems to be--what is the scope of the attest

P
function?

And I think we eventually have to come to the decision that the

same data is not necessarily relevant for all decisions and convince users of
this data of the same thing.

This suggests that we might be able to extend

our concept of the attest function to include many of these other things.

In

deed, include financial statements prepared for specific users which ends up
with different figures, based on different premises and different approaches.

P

Won’t you say those willing to attest to anything feel, now, that we

have followed good standards of auditing procedures?

We’re always going to have

to recognize that anytime you’re at the top with guys many notches below you,

you’re going to worry a little bit; are these standards being followed all the
way through, but aren’t you willing to attest to any financial data as long
as you have qualifications and time to make reasonable tests, including willing

ness on the part of the client to pay for doing this, because often the client
says, "Can you certify this, too?”

For an extra $1,000 we should be able to

test it adequately, then he may decide it isn’t worth it.
P

I think we have to go further than to say we can attest to it

following general auditing procedures, because we have to re-examine whether
our generally accepted auditing procedures are adequate.
to the McKesson and Robbins deal inventories.

We have to go back

Prior to that time it was the

49
general practice of accountants, we’re not to go back checking inventories and

so forth and they kept saying we're not appraising inventories.

But, after

that, they realized they had to take that on and checking public, may even be

other areas now that we should be doing for the protection of the public, but
we're not, because it's not generally done and part of that might even go with

additional statistical information and so forth that people rely on.

Maybe it

would be worth our while and worth it to the public to have more checking on

that information than they're getting now.

A lot of market letters came out,

as a matter of fact they were investigating a few years ago, one kid was

griping that people were relying on it.

Maybe we should do more work on that

kind of information that people are relying on.

Maybe the SEC should go farther

on in restricting the kind of thing put to the public.

P

We would attest then, to the fact that man did follow the logical

process of developing information, but wouldn't attest the accuracy of the
information.

P

But that's the problem—we probably would never be able to verify

inventories or verify receivables, count cash, because a lot is hopes and
dreams and expectations maybe.
P

A different form of attestation maybe.

It was generally agreed this

morning that management services is part of accounting, this would suggest that
accountants do possess some expertise in this area, or at least they are

developing it.

It seems to be a logical next step, to then expand our audit

ing procedures to enable us to attest to things that enter within this realm.
P

There would be that intermediate step before you could come to the
position to attest that something was accurate, that this was the right in

formation for that decision.

Before you could ever reach that level of
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attestation, you could attest that you had examined the process where they had

developed their information.

That is, they had used statistical reliability

tests, I don’t know what they all do in this.

We could develop a certain set

of procedures that a man ought to go through in developing information for
planning.

We could attest if they did or did not follow those procedures and

that would be an attestation that would stop your man from running this out in

the basement here.

We would attest the fact that he did go through a research

process without ever stating that the market conclusions were right.

I don’t

know...

P

It seems to me we’re looking at this from two different viewpoints
(1) Sure, we’d like to expand the attest function, satisfying what someone

wants, that’s fine, so do I—when I look at the viewpoint of the user; (2) We’re

already attesting to something somebody is giving us credit for having done what
we didn’t do and are going to be liable for it.

So, I don’t know where the two

fit together, but if you pick up some attestion there and it seems you’ve
verified procedures, but someone else thinks you’ve verified the whole information,

you may be picking up another liability possibility too.

I don’t know where we

come together there.

M

Art.

P

Another point--I think you can build a strong case for arguing that
we ought to expand the attest function to say, projections, budgets, and a lot
of things we’re not doing at the time.

At the present time, we of the pro

fession attest to whether the presentation is in accordance with generally accepted

principles that are not yet really well defined.

If we are going to attest to

some newer area that we’re not presently involved in, are we going to limit the
attestation to our opinion, which I don’t think we do in financial statements

now, or to some standards like generally accepted principles that would have to
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be developed?

The auditor doesn’t say that we think this is the fairest presenta

tion this company could make of its financial statements, he says they follow

the generally accepted principles, which may or may not be the best in his view.
I think there’s a different concept of attestation there.

P

I had in mind your point there, because I would say we could then extend

the attest function to the extent that there had been developed a standardized
procedure for following something, then we could attest that they had followed that
generally accepted standardized procedure or had not.
In those cases where the planning function is not sufficiently developed,

M

where they do follow standard procedures, your attest function would not be

applicable.

Another point on extending the attest function that isn’t discussed

P

very much is why not extend the attest function with regard to financial state

ments beyond the fact that they’re prepared in accordance with generally accepted

accounting principles to the point where we feel these statements are fairly
presented, the best presentation, the most accurate, most realistic presentation

that could be made?
P

I suggest we turn...

P

Well, I think we could do that if we made up the statements, but we

have to recognize the fact that the company makes up the statements.
We don’t think they’re fair, there’s no difficulty in saying they’re

P

not fair.
P

Let me suggest an alternative for that, Art.

Part of the difficulty

we run into, perhaps it’s unavoidable at this point, is the fact that we use

terms such as fairness and materiality that we can not define in a very exacting,
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concrete sense that would avoid communication difficulty.

Perhaps what we’re

really shooting at is to state in a statistical sense that subject to a certain
degree of confidence, that our opinion is satisfactory.

There either were or

were not statistically significant errors in the statements.
P

We’re not even doing that now.

P

No, certainly not.
shoot at.

But perhaps this is the direction we’d like to

I don’t think we can achieve it right at this particular point.

I wonder if you can do this without standardizing, I mean you expressed

P

the opinion that the statement is a fair presentation, but that is a purely
subjective opinion, you might be the only person in the world considering it a
fair presentation.

I think behind some of this comes the area of our duty to keep the

P

public informed, to advise the public of such things as various methods of
inventory evaluation by industry; to put the public on guard that if this one
company consistently follows such and such a practice, one of the generally

accepted methods of valuing inventory of this particular type of business was

followed.

We certify to it, we automatically put them on guard that we in

vestigated that further.

P

Are you talking about additional disclosure?

P

No, I’m talkingabout a campaign for public relations—if you

will—

getting down to the investors, bankers, credit grantors, etc.

various

advising,

methods of evaluating an asset, such as inventory.

of the American Institute.

This could be a publication

Various methods, the Institute wouldn’t have to

pick which one to recommend, maybe eventually they would, I don’t know.

P

In a sense this already exists, doesn’t it?
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P

These methods exist.

P

Even the communications...

P

It’s there—it’s not...

P

Formal statements only known by members of the Institute...

P

I would think it would be impossible to get the public familiar with

these methods and you should think in terms of the public having confidence
in what we’re doing.

This is...

The public reads the auditor’s opinion where it says generally

P

accepted accounting principles, and I think that the public thinks there is

only one method that is generally accepted.

They don’t realize there could

be as much difference at say, earning per share, one company can show 90¢

per share, the other show $1.10 per share.

They don’t realize there could

possibly be 10¢ difference in earnings per share just on the accounting
system they may have used.

But the accounting profession is aware of this and this is one of

P

the things we’re trying to reconcile or correct--if you will—or change at

the present time.

I don’t see why we should concern ourselves about the public

in this particular instance.

You made two sets of assumptions that I’m not at all sure are con

P
sistent.

You assume, on the one hand, that we’re preparing one general purpose

statement, that really meets the needs of nobody, but rather the reader is

sufficiently informed so that he can modify it in any way necessary to meet
his specific needs, the investor, creditor, potential creditor.

And yet, in

the same literature you find references to the possibility that maybe we
shouldn’t do this or that because it will mislead the investor.

Very often
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this creates the implication that—oh, perhaps the reader of the financial

statement is little more than an ignoramus.

The literature repeatedly states

that this figure "net income” is important and you have to take care where
you are going to place net income on the statements.

Is it going to be some

where in the middle of the statements which might mislead the person to pick
up the wrong figure, or should it be the last total, and yet at the same time
we assume this person is intelligent enough to make any modifications necessary

to meet his needs?

What gives you the idea that we assume he will make modifications

P

or can make modifications?
I don’t subscribe to this, that they are competent to make modifica 

P
tions.

P

Well, it’s really a very subjective attitude that I get from the

literature.

I think that the impression is created, especially if you listen

to your elementary accounting students, where your elementary students in
accounting very often are the people who go on to other areas other than to

major in accounting.

The impression they come away with, for one or more

reasons, is that if the investor knows within limits what processes have been
followed in the preparation of data, then he is in a relatively good position
to make modifications of these things.

P

Well, doesn’t an analyst do this all the time?

P

What I'd like to talk on for a minute is this.

On loans we’ve had

experiences in talking to others, some who are here today and some who are not,

is that you come away after a session with a banker on a loan, feeling that
they have no understanding as to how inventories are valued.

I’m picking on
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inventories for the moment, this is the general area where I think dispersal of

information regarding methods of valuation, etc. should be more strongly

emphasized for the understanding of financial statements, cash flows, etc.

You

can sit with loan officers or even the board of a bank regarding extending a

loan to this client or that one.

There are very few people who fully understand

the statement of cash flows or whatever else might be used to indicate ability to
repay.

They may give lip service to it and nod their head.

Then you go back in

another review with the bank in six months or one year later, all terms of the
loan having been met, and you get the shock that they really didn’t understand

it.
But, wouldn’t you say in general that your banker doesn’t want an

P

ordinary balance sheet or opinion?

He wants a lot of explanatory data; he

doesn’t look just to his review of the balance sheet to tell him what he wants

to know, what is your collection of experiences, how were your inventories
valued, what is your cash flow, on what premise is any projection for the
future based?
That’s right, that’s right.

P

I’m talking from where that information

has been furnished...

P

Even there, you mean...

P

Even the full....

This is, we’ve had this experience with a large

bank.
P

Are we supposed to know the status of the banking profession?

P

I’m afraid so.

P

We have to get into some of their programs.

I’m

on this committee,

or subcommittee, on the Illinois Society, and some of the members are working
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with this graduate school of banking that they hold in Wisconsin--attempting to

get an eighty minute part of their two day program which I think is going a long
way.

These are things I would urge the American Institute to encourage, I think

it would even help if the American Institute were behind us, or attempting to

help push this thing.

On that point, we have a meeting locally with the bankers scheduled

P

for February.

The Eastern Chapter of the Illinois Society meets with Champaign

County Bankers to go over auditors’ reports, explaining to them what CPAs or
clients would like to get from the banks that we’re not presently getting.

We agree that the communication is not nearly as good as it should be.

P

But I think this has to be done area by area, and I don’t think we’re going to

get it through any articles in Fortune magazine.

We’ve got to get it to the

level where they can ask questions and get answers.

P

This is where I think the Institute could encourage, and maybe work
with outlines and maybe provide outlines to help the small practitioners in

working with various elements of credit grantors.

The Illinois Society, I know,

is quite active in that I know we have a large committee.

We work with the

Chicago-Midwest Group of Investment Bankers Association and things of that
nature, but it’s a long....

The responsibility is on our backs to participate

and do whatever we can, but I feel the Institute should be more strongly pushing
that.

P

Yes, it has a committee on relations with bankers and works closely
with a committee of Robert Morris citizens.

The results have been discouraging.

With all the pressure that the committee of Robert Morris associates put on

in the way of reporter statements and articles in the Robert Morris magazine, it
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still is appalling, the lag of ignorance on the part of accountants, I mean

bankers—as to what the accountant’s function is.

Less than 15 years ago,a

survey was made of 20 banks, bank loan officers in New Jersey, as to what the
report of the auditor meant, 19 out of 20 were of the opinion that if a CPA’s
name was associated with the statement, they were all right and there was no

need to read the report.

P

That’s what we’re up against, everyday,today.
with it, it’s down the line.

P

Our name associated

Frightening, to say the least.

I’d like to go back to something Art said and try to get away from
the responsibility that he sounds like he’s imposing on us.

It seems to me

that he wants us to certify as to the reasonableness in accordance with
"generally accepted accounting principles".

You also want us to get real

subjective and say, I’ve said that, now I’m going to go ahead and say either
this is or isn’t the best of several alternatives.

P

I’m suggesting that as a possibility, don’t prove I was selling that.
I was trying to tie it in with what Bud said.

I think that many people who

use auditing statements see the CPA’s name attached to them, and as far as
they’re concerned those statements are as good as they can be.

They accept

them as being fair or honest, accurate, perfect.

P

I think undoubtedly they are....

P

My point is the CPA knows this isn’t the case, because he knows that

there are alternative accounting principles involved in some areas, in some
areas the clien
t may be using LIFO when there is no common sense reason for
the use of LIFO other than to save income taxes.

That may be a good reason,
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but as far as financial presentation is concerned, it isn’t.

Yet, he’s able

to give this clean opinion when he knows there is a fairer presentation of finan
cial statements than he is able to give.

cite other than just LIFO.

There are a lot of areas you could

LIFO may be acceptable in some cases, ridiculous in

others; the auditor, the one person who could bear this responsibility doesn’t

have to because the umbrella is big enough.

The traveler's umbrella of generally

accepted accounting principles is big enough to let him get under it.

P

That’s what I see our danger is, if we get too wide a divergence in
what’s generally accepted, then the SEC or some other supervisory body will lay

down the principles themselves, which we’ll have to comply with and they will.

P

Let’s not give the SEC too much credit.

They’ve contributed to the

divergency in a lot of areas.
P

Somebody’s going to start setting rules for us if we don’t start

setting our own rules.

P

Sometimes we have two sets of rules; the SEC’s and ours, and they’re
both generally accepted.

P

That’s like taxable income and accounting income.
is fair presentation of income.

Nobody says what

I don’t want any outside group, whether it’s

bankers or the SEC to draw strict rules that require such and such a method.
If they get too confused on the way we’re doing, they will do it.

A group of

banks can say, we’re only going to recognize such and such a way of doing this.
M

Could we take just a different view or approach to this thing?
we give information to investors or creditors that’s not attested?

information to which we’ve not provided certification?

Should

Just issue
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P

I think we should.

As a matter of fact, a number of our long form

reports are presently in that form with the attachment of statistical informa

tion.

Admittedly most of these go to credit grantors or investors, and we note

the extent to which the "other schedule and so forth" has been examined to the
same extent as the basic statement.

I think it’s helpful for their needs.

You can go further and include interim statements and even projections

P

as long as we’re perfectly clear and the reader of the statement understands

exactly what we’re presenting.

Then we’re at least complementing our ordinary

audit services on behalf of the client by giving worthwhile financial data

that communicates essential financial data to the people who are going to be
taking some action based on it.
I think here again you need to define who is working for us, or what

P

investor are you working for.

If you’re working for a publisher, a New York

stock exchange member which we never are, I don’t know, maybe they don’t need

to go much farther.

In my situation, and in most of yours, I would think that

your report is often the annual report of that company.

This is the one that

is for the investors, that is going to give them all the kinds of things that
an annual report of a big company like General Motors is supposed to be giving
to stock holders.

So it needs to include an awful lot of information just for

investor uses.

P

You better be careful not to make it seem as though you were attesting

to it.

P

You have to spell it out, I think the two section report is a very

desirable approach to that kind of thing.

One in which you are clearly attest

ing, the other in which you clearly are not.
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Even then, if it’s on your stationery or under your cover, there’s a

P

certain amount of credibility assigned to the report regardless of how much you

try to get out from the responsibility of attesting to it.
P

That’s right....

They read the disclaimer statements under it, then

they start reading through it.

They might not even see that page.

P

Even if they do see it you still put down there were so many units....

P

Do you think this

P

No.

is a reason not to put it in?

I think it should be in there.

Still, you take a certain

responsibility for anything in your report, more than you do the annual reports
made up by the company.

For instance, if your report is the only one being

made, you don’t take more responsibility, but it reflects on you if it turns

out bad.
P

You take the responsibility you say you’re taking.

In your explanation

of what you’re doing, I don’t see other than legal....

P

No, there’s no legal responsibility.

P

You’re thinking of damaging....

P

As you say, the following information is collected from the books of

I’m thinking of public image.

accountants without audit, there is no different position with respect to that
section legally, than you are if the whole business is presented without audit.
Yet, you do that every day.

P.M.
M

Well, does anyone else have anything to say on this thing before we
leave it and take up a new area?

Well, if I follow us so far, what we’ve

talked about has been the scope of the accounting function generally.

Now
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Nate is going to take us into the area of tax reporting.
P

Maybe income tax reporting.

one-half of Ten in Jack Carey’s book.

To be exact. Chapter Nine and the first

I should first issue some kind of a

disclaimer about the age stated in the biography; someone subtracted about 3
years from me.

Change in Character of Tax Practice

Nate Filbey
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Next time this thing comes up, you’ll be out aging me, Art.

P

I didn’t

write up a whole series of notes as some of you have, but I went on the assump

tion that all of you have at least scanned the book, but have not read especially

carefully any part except those on which you are going to speak.

I have noted,

in the book, those points which I thought worthy of emphasis and then thought

we could use that for leading off on some questions, especially those in the
advanced data sent to us.
I thought there was very little especially new in these two chapters,

but I thought Jack Carey made a lot of points and raised some questions that I
thought worthy of real consideration.

One of the first points he made views

the importance of tax practice from two standpoints.

One, this often is the

primary lead to new clientele, where the very small client recognizes his need

of tax work, but does not recognize the need of any other.

But after he gets

familiar with us and trusts us, he then can take advantage of some of the other
audit or financial services we can render.

And two, as far as public image,

which is of importance to all of us, from the comments being made, we must
recognize that the general public, the man on the street, the non-businessman

is apt to think of us as a tax practitioner than as anything else.

It may be

only one-fifth of our total practice, but that is how he had had contact with

the CPAs and how he thinks of them.
with?

Is this something we will want to live

As concerns the character of tax practice, Jack Carey makes a point of

the fact that especially with the Revenue Act of 1954--and some of the more

recent revenue acts, especially 1962, 1964--there is such a complexity of tax
laws that it is very difficult for an ordinary CPA who considers himself a
general practitioner to adequately handle many of the tax questions.

Here he
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mentions specifically the taxation of the “foreign corporations" and the various

possibilities that are available concerning related corporate groups.
At a recent meeting of the University of Chicago Tax Seminar, held
under the auspices of the University of Chicago Law College, they mentioned

several times that there were some portions of the Revenue Act of ’64 that have
not been supplemented yet--even with the regulations.

So the poor people that

are trying to write the regulations in Washington are not really sure what Con

gress intended, thus they are not really sure what to write.

I think these facts

are nice to be reminded of as we try to explain our inadequacies to our clients

who wonder why we can’t give them a definite answer on something.

We just have

to tell them that the guys writing the regulations don’t really know what they

are writing.
There is a question in the next area here that I thought was important.

It had to do with CPAs responsibilities and Jack Carey mentions that Treasury

spokesmen have made it clear that CPAs are not expected to carry any heavier
responsibilities than a lawyer or others enrolled to practice before the Depart

ment.

Still, I think that in the minds of Treasury personnel as well as others,

there is a little greater feeling that the CPAs be responsible, especially if
we have made an audit of the records.

Even though our jurat is the same that

might be signed by an attorney, the Treasury would recognize that our view of

the financial statement, we can say that the tax return is a type of financial

statement, our view of that is going to be an informed view which is not the
same as that which a qualified attorney might have.

He would not necessarily

get the relationships of the data presented in the tax return, and what he
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thinks with his knowledge and belief is correct might not be what we could have.

Then the question relates to our ethical and moral considerations and
I am sure we could spend the rest of the afternoon on this whole problem and the
difference in the views of the different CPAs and the difference in the views
between CPAs and attorneys concerning our normal obligations concerning informa

tion contained in the tax returns.

As is pointed out here, there are official

statements such as the American Institute has been coming out with concerning

statements on responsibilities and tax practice.

Such official statements do

have a worthwhile purpose, not only as guides, but also as protection against

unjust charges or misconduct.

We can spend more time discussing whether we

should go further in such statements or if we already have gone too far in
trying to define what our responsibilities should be.
Another whole area here is that concerning tax accounting and business

accounting.

I think we all recognize that it’s often difficult to draw a line

as to where the difference between tax accounting and what we think of as good

accounting, where the difference between those two is material and where it’s

effect upon the financial statements are material.
be an involuntary conversion with a small client.

We recognize that there can

The client says he would rather

handle it on his books the way it is correct for tax purposes so he doesn’t need

to concentrate on trying to figure where this unrecognized gain came from.

it is small,we are apt to go along with the client on that.

If it’s large then

the question is, is it so material that we can’t present the financial

state

ments that way or are we going to have to be qualifying it not only for that

year but for subsequent years?

for depreciation.

Some points concern the first year allowance

These are not ordinary accounting concepts, but they are

allowable for income tax.

If

We have come to many other similar examples of
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acceptable or required tax practices that are not considered in accordance with
So all of us who are handling the tax returns and

good accounting principles.

the financial statements resulting in opinions to the same clients must have
the question of how far should we let the tax conclusions influence the financial
statements.

Jack Carey gets into the question of social obligation only to a
limited extent.

I think though, that it’s a rather important aspect of tax

work and concerns all of us in view of the long range objectives.

I think that

until recent years most of the recommendations by the various CPA groups con

cerning tax reform had to do with rather technical and possibly minor matters
of administration and law.

It has only been in recent years that we are coming

out with broader recommendations on an economic and social basis.

I think that

in the past most of the public couldn’t avoid getting the idea that attorneys
were interested in the broad economic and social aspects of tax reform, whereas

CPAs were only interested in the technical determination of tax liabilities.

And I think if we want to make the most of our public image we’re going to have
to work hard on viewing taxes from a broad standpoint and see that our recom

mendations are broad.
There’s a section in here about administration in tax practice and

the point that we are not supposed to be on an adversary basis which I think
we all agree is an admirable sentiment; that we would like to be able to dis

cuss tax matters on behalf of a client to the Revenue Agent and think of him
as being completely unbiased.
unbiased.

We like to think of ourselves as being completely

At least let’s say that those of us who deal much with the Revenue

Agents get to recognize that in spite of all nice sounding phrases to the
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contrary, the Revenue Service feels a strong obligation to collect all the taxes

possible and to use pressure where necessary.

There’s a big question which I

think we should undoubtedly discuss a little bit—whether we should revise the

jurat.

I like this one little comment he made here, one possibility is that

there might be three forms of jurat printed on the tax returns so that the pre
parer could indicate whether he (1) had audited the taxpayer’s books or (2) had

made a limited examination or (3) had simply accepted information furnished by
the taxpayer.

I think many of you probably have found as I have, that not only

the bankers are misled by audit reports, but we find the new Revenue Agents mis
understanding our work in connection with the tax return.

Often they operate on

the basis that the only difference in what they would find in an audit and what
is on the tax return that we have prepared would be the result of a legal dis

tinction or difference in view as to what the legal matter is.

Whereas we all

recognize that accounting that our firms can handle from our clients, our tax
payers, can have some bad records that don’t come to our attention if we are only

preparing a tax return.

Well, in Chapter 10, so much for taxes, suppose we try to get rid of

our portion of this in ten minutes and it’s a humdinger to try to do that.
try to cover it pretty fast.

I’ll

There’s a real important phase in here, of course,

concerning philosophy of auditing in which the University of Illinois' Bob Mautz
indicates that we are in a bad way because we haven’t developed a philosophy and
he has a real good point there, of course.

It is a question of how we control

ourselves, to know that we are going in the same direction without a philosophy.
I assume there’s an adjunct to this, but say that through meetings of this sort,
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through the activities of the long range planning group we should better evolve
such a philosophy.

He brings up some specific questions regarding the need to

continue our change in auditing.

Even though they say one of the original pur

poses of the independent audit was to guard against fraud by employees, that has

become of much lesser importance.

To many clients it is not a real factor in

To some of us though, who have small clients, we get reminded period

the audit.

ically that they may still think of that as one of the most important aspects of
We have to be real sure in our education of our clients that we have

our audit.

a mutual understanding as to what our audit is supposed to do concerning fraud.
As far as dishonesty of top management that they mentioned in earlier days, this

was also very important—someone mentioned, I guess it was Robbins, earlier this
afternoon or sometime this morning.

very important.

The book says that we now don’t consider that

I think that we don’t consider the discovery of such dishonesty

is at all likely and yet I would say that all of us still tailor our audits so

that we would expect to catch a defalcation.

At any rate there’s a question:

Should we recognize that there are changes in what we consider our major objective
of auditing?

There’s a point that the fact that the standard form of opinion is not
fully understood and I guess we have kind of covered that and are in agreement.
There’s a point that maybe we have gone a little too far in spelling out detailed

requirements of auditing procedure.

ment on that.

I am not sure that we are in entire agree

He does point out that it would be unfortunate if accounting firms

were regarded as being in the business of selling the time of junior Staff members
who are just in the process of checking the accuracy of records.

Even though I
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think that many of us will recognize that a good part of what we have our juniors
doing is practically that.

We expect there to be a reasonable mark-up on it or

we wouldn’t be able to spend our time worrying about the future.
have to be out and doing more of this auditing ourselves.

We would all

When it comes to com

puters, that gets enough attention elsewhere, but let’s say that it is a cinch

that in auditing we must be familiar enough with computers so that we are not
auditing around them but can do the maximum audit through them.

And this, of

course, does mean that many of us are going to require much more knowledge con
cerning the maximum utilization of these computers, not only by our clients in
their accounting but by us in our auditing.

the book concerning audit objectives.

I was interested in the comments in

Will audit objectives change and--I have

forgotten who it is but he is a prominent CPA—He says, to oversimplify, there

are only two reasons for an independent audit.

One is to give some expert opinion

as to whether the information system is producing reliable information.

The second

is to determine whether management itself, in presenting the information, is doing
so.

No dishonesty is implied, but with subconscience bias.

Just because I think

that every manager is going to be having low subconscience bias, I think we should
not substantially get into the field of trying to determine the extent of the sub
conscience bias.

It may mean we should worry about getting psychologists on the

staff of the management services department.

We find ourselves deeply in the

question of psychology and just how much the management is subconsciously biased.

One suggestion to put in here probably would require that we might wind up with
a short form report that would say we have examined, with due audit care, the
data found in statements of financial position and income, retained earnings and

find that they fairly present the financial position and results of operations.
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One little statement like that, without even saying the words in an opinion, does

say that following such a statement which would provide the reader with assurance
that all appropriate standards had been complied with.

interpretive comment.

The CPA may offer such

This is not appropriate in certain circumstances.

I think

those are the main points or a little bit more.

He does raise the question as to whether our audit should go further
into the information systems and he says two answers may be forthcoming when a

CPA is asked whether he should extend his procedures into the question of report

ing systems and all of the other data accumulated for purposes of internal manage
ment.

The answer often is, we do it, or we can’t do it because we are not experts

in management.

So he is making the point that of course in here that we must be

come management conscience enough that when we are analyzing accounting systems

of clients and determining the adequacy of internal control and the general

adequacy of accounting systems we should be aware of the use of accounting data
not only for the external reporting but also for the internal management purposes.
I took more than ten minutes and I like some of these questions that are presented
here and I don’t care who opens these up—maybe you have thought of some revisions

as to whether these are the best things to start a discussion.
M

I haven’t changed anything.

P

This very first one that was in this list of questions ahead of time,
under the question of there is a change in the character of tax practice.

The

question I put here is schizophrenia in independence vs. advocacy where I think

I have felt that this is something that is bound to be of concern to us on a

long range basis.

I think that if we have somewhat separate tax staffs and audit
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staffs we find that we can have as much diversions in their views as we may have
within the management staff and their audit staff.

Whereas the auditors are

taught throughout to remain independent, to argue with their client if he is not
presenting fairly the financial picture, and to make sure then as we present any

report, it is as fair as it can be.

We all recognize that in our relations with

the tax practice the question is how far can we lean without falling over.

Or

at least, how far can we go on behalf of the client and still retain our integrity.
And the question then is are we really, are these two positions compatible and

is it going to be good for the profession and the public image and in our own firms,

are we making our junior accountants confused as to really how independent an

accountant should be.

M

I can make some comments to get things started on that because a few

years ago some of us were trying to more or less move the lawyers out of the tax

practice or start that or suggest that one thing we could do is to strengthen

the jurat on the tax return to the affect that almost became an attestation.

And

the accountant then being an authority in the attestation area would logically
be the man to whom clients would go for the preparation of their tax.

This received

some support from the Internal Revenue Service but unfortunately, to our surprise,

the reaction came from the practicing accountants who were not interested in
assuming that responsibility within the given framework of competing with lawyers.
I think it is an entirely valid sort of thing because they would lose out if the

lawyer remained in the advocacy position and the accountants in the certification
or the attestation function.

So that didn’t go over too well at all and I think

one other consideration we have to have is that of attempts to strengthen the
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image of the CPA profession if we did attach a stronger jurat than is now attached.

But again I would submit that the practicing profession is not yet ready for that

until we can receive better assurance that the lawyers would be removed from tax
practice.

And I think maybe something could be done with it.

But I suppose a

halfway approach at this time would be to start with something of a little stronger

jurat, if that seems appropriate, hoping ultimately that we could assume this and
make it more of a public function than it is a client function.

Didn’t the Tax Committee try to get the Treasury to do that a number

P

of years ago and they said they didn’t have room on the return--sacrifice the

space?

That was one thing that was tried.

M

However, as you know one Internal

Revenue Commissioner did support the idea that we could have a strong attestation.
It seems to me you need to change the tax laws.

P

and dried.

It is not that cut

There’s too much judgment involved in preparing a tax return.

You can

vary it from here to there and still be within the law as to what a proper income

tax would be in a number of situations, what are you going to attest to and what

does the jurat say.
M

Well, a thought there, and I don’t want to push this, but the thought
there was that in attesting to this, the accountant would attest to what he

thought was proper in a situation that revealed fully why he thought that way;

thereby taking everything for the client as he possibly could, but fully dis
closing the basis for his reasons if an issue of doubt came into being, which
might in turn result in a correction of any loopholes that are now in existence

in the tax laws.

So you might ultimately get a better tax law on this basis.

Now that was the reasoning.
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P

Don’t you think it would be at the expense of those clients who pre

pared the best and gave you the most information?
P

I wonder, especially where we find a tax question, let’s say on which

there’s a conflict in the various courts, we tell our clients that their best
hope of beating this thing is to hope that it won’t even go discovered.

If their

return is audited that year we take the approach that is favorable for the client

by telling them that there are court cases going both ways so that the Internal

Revenue Service is going to go on fighting every one of these until there is a
settlement in the Supreme Court.

In this sort of case we are saying if we have

to make an attestation we would have to disclose all the facts and immediately
then the Internal Revenue would take an exception to it.

So let’s say if we were

going to be preparing some tax returns and an attorney was going to be preparing
some others without attesting to the data, he would just, with a clear conscience,

settle this on behalf of the client or we would have to spell it out.

So I think

that most of us would say that where the client’s records are being reviewed by

Internal Revenue only periodically we are just real happy to have a debateable

issue slide through.

P

I think this would generally arise, as you say, where the returns are
not being examined regularly.

I think we are talking about the smaller taxpayers

again, who has probably less at stake and therefore is not in a position to

request the agent to rely upon court case decisions of other taxpayers.

So that

consequently we are really doing a substantial disservice--this would result in
a substantial disservice to the smaller taxpayer to an attest type jurat or at
least one that would require the disclosure of doubtful issues.

P

In our area we have not had the experience where attorneys are taking
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away tax business from us.

This is good.

They are referring it to us.

discontinuing filling out returns just the same as with bankers.

They are

Now, as in

the experience of others with it, I am wondering if we need further effort in
changing jurat or anything of this nature.

The business seems to be naturally

flowing this way—why stir it up?
I think that is probably true in our area, in Decatur it is.

P

of the matter is that CPAs make out their tax returns.
actual return based on income.

forth.

The fact

They don’t want the

They do want the legal work, reports and so

As far as making out tax returns, I don’t know of any lawyer in our area

that would even touch it.

P

You are speaking of corporate or partnership returns?

As far as

individuals go, I assume they are still willing to prepare those.
P

No.

P

Not if they can get out of it.

P

Locally they keep saying that they wish they weren’t in it, but they

say it is the only way they can maintain client contact and be around to handle
the estate.

P

I know this is true in the Shenandoah Valley.

Lawyers in our Depart

ment never make out a tax return, even their own.

P

This is essentially true in Indianapolis.

P

This is becoming very true in our area.

P

This is not only essentially true in a rural area like I’m in, but I’d

say that generally the attorneys ask us to prepare 706’s or state tax returns.

Once in a while even inheritance tax returns.
P

I think we’re getting more and more of that as the estate tax returns
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and inheritance tax returns are primarily clerical.

P

You’re right.

P

We’re getting more and more of it.

M

Well, let’s go on to the other point.

To improve our image, would we,

should we assume a responsibility for making certain the right kinds of tax laws

are passed?

As far as I know, the CPAs have done little in the action sense of

making certain that the right kind of income tax was law.

We let somebody else

passiit and then we deal with it after it comes into existence.
assume that we are merging into the tax authority area here.

But we would

Would not we then

have a responsibility for seeing that the right kind of tax law was passed?

presume this would open up a big function for the Institute.

I

I don’t think there’s

anything that the individual can do.

P

Well, I think what was mentioned in the original introduction to this,
about the CPA’s approach from the mechanical-technical part of the lawyer’s

broad general function.

I think it is obvious that there is a need that the

American Institute of Accountants did some work on some of those sections.

They

did and then came up with some nightmares on trying to lay down some specific

complications of this and that, which in the big fields wasn’t even mentioned in

the ’39 Code.

A particular example is in the area of partnerships.

are determined by each man’s interests.

Partnerships

But then in the ’54 Code we got all these

specific sections that try to define this and that.

And I think that most of

that was the handwork of the accounting profession.

It wasn’t the best tax law

that was ever written.
P

There are one or two things that I want to stress...

P

On that second one I do think that the American Institute is trying to
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take an increased activity from the standpoint of original recommendations and

secondly, asking for hearings on specific portions of proposed legislation, and
I guess even proposed regulations.

much as the attorney.

But it seems that still we have not had as

I think I read something not long ago stating that the

American Bar Association came out with, one of their committees came out with,
some really extensive proposals to change the tax law.

The congressional com

mittee said yes, they would take them under advisement and they had likely done
some good thinking.

Now, word has always had it that the American Bar is coming

up with the policy changes and we’re coming up with the technical changes.

We’ll

never get the Congress or the Treasury Department to recognize us on a nation

wide basis as deep thinkers on matters of taxes if we deal only with techniques.

I have one more comment to make on accounting for taxes.

P

Somebody in

the American Institute was asleep in 1962 when they came out with that investment

credit.

The computations and so forth on that basis is—I don’t know who was

asleep, but somebody was.

P

I don’t think anybody was asleep in the accounting profession because

the final change was made after the Institute had already testified.

P

Yes, but....

P

Of course, I really think your criticism of a partnership tax return is
not a criticism of this accounting profession.

the fault of those who prepared it.

I don’t think difficulties are

I think they are the fault of the subcommittee.

Partnerships are much more difficult than corporations, from the accounting view

point, from any viewpoint.
P

I was only trying to make the point though, that when you’re trying
to make specific tax law, you’re going to have to be amending it every year.
Every year you’re going to have to amend it when you get to the specifics.
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I was interested in accounting data, the audit section related to fraud.

P

It seems to me that particularly in the governmental audit fields particularly

state agency work, we have problems.

We are looked on as the detectors of fraud.

I really shudder to think of what would happen to that program when fraud goes by

undetected.
On that point, Bob, the official instructions from the Auditor General

P

still say that this is one of the major purposes of it and you are supposed to

issue, with your audit report, a statement concerning this.

I think there is

some recommended wording in there that the purpose of the audit was not to detect

the fraud until you were aware of this possibility.

It’s recommended then that

you can continue that by saying that you did not discover any or none came to
your attention.

What’s the practice of your firm?

Do you wind up by signing such

a statement?
P

Yes, we go along with that.

P

I have forgotten.

I knew that some of the national firms were dis

pleased.

P

They go along, too.

P

But as you say, if there ever was a major fraud there would be fingers
pointing all directions with everyone saying no, not me.

The CPA firms could

say they were still following generally accepted auditing standards and as far
as the public is concerned, they would say, well, why did they initiate this
program in the first place.

The Auditor General would say I got the CPA firms

to go as far as they want to go on this.

Everyone would insist that he was

blameless, but no one likes to picture this right now.

Do you think a good

answer to that is how do we come up with a better answer to the public?
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I think it would be

P

with applying a program designed to catch fraud

and say that you will detect it.

Neil Jacob was the latest advocate of that saying that he would rather

P

have the CPA firm given a certain amount of money just to examine for fraud and
to come up with a certain report as to what they examined and what they dis

covered with no attestation but also no balance sheet or anything of that sort.

P

Perform an internal audit.

P

Yes, from the outside but an auditing of the accounting procedures
and...

COFFEE BREAK

P

You know, psychiatrists have to undergo considerable psycho-analysis
before they can perform deeper analysis because of the danger of transference
of their own problems on to their patients.

Perhaps in the same vein, CPAs

should have psychologists who measure their own opinions since they are attesting
to their opinion on financial statements, or alternatively hire other CPAs to

attest to them.

P

You know I like that last point.

Someone said that as one of the

younger professions, people know that we have achieved maturity when we call in

another CPA firm to audit our books.

full maturity.

The time we do that, we will have achieved

On the basis of that I don’t think we’ll plan to be mature for

quite awhile yet.

P

Well, some of the major firms do this.

P

This certainly holds in the area of management services.

They have had

someone come in and evaluate their accounting system, I thought, and even their
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management policies.

But I have never known that they have had someone else come

in and make a general audit.

Don’t you remember that a firm in Denver and a firm in Chicago went

P

As far as their internal workings were

out and audited each others offices?
concerned.

P

Yes, I thought that was a good idea.

I think we could stand a little

more of that around here.

P

The big eight does that.

They travel around, they have some of the

general partners that go out on these audits.

P

I’d say the best improvement would be to do this in the year prior to
the first examination because we all recognize the weaknesses in our own procedures

but we just don’t get around to changing them.

By the time we do, they would be

exposed to some other CPA firm, that would be the best impetus we could have had.
M

Mike, I do think some of the banks do give some kind of an informal
attestation regarding the quality of various firms, of various CPA firms.

They

take almost automatically of the big eight firms and then if smaller firms pre
pare a credit report I think that they may very well call on for another big

CPA firm to see how good it is--how respectable.

P

Isn’t that only true where the smaller firm is from an outside area?

I’ve heard of it being done on a good many occasions where a report came from
some business, but never did hear of it where a CPA was alone.

P

Isn’t there a committee of the Institute’s that is evaluating audit
reports of firms that are submitted by banks?

P

The practice Review Committee are to review any kind of report that’s

brought to their attention and discuss with the accountant, or the writer of

the report, any weaknesses they find.

But it’s my understanding that they’ll
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not discuss it with the person who submits it.
P

Who submits it, is the bank submitting it or...?

P

Well, almost anybody who finds a report that he doesn’t think is kosher,

to submit it to the Practice Review Committee, but now to perform an educational
function on the auditor who is prepared to report it, if it isn’t a satisfactory
report.

It’s my understanding that the Committee is charged not to report this

to the Ethics Committee and not to report the conclusions to the person who has
submitted the report in the first place.

This is purely for the benefit of educating

the fellow whose reports they are examining.
Does that encompass a review of the working papers or only the report

P
it
self?
P

Just the report itself.

P

In that connection, our old Illinois Society Committee is dealing with

the same problem.

I think they originally changed the name.

It has been active

in--2 years ago they reviewed the test on the cases the reports of the school dis
tricts in the state.

Now they’re about to undertake the review of municipalities

and the plan for the future is a review of accounting audits.

And I’m not sure

now just how the communications work on that, but it was a communication to the
individual firm and also, I believe, to the Superintendent of Public Instruction.
P

About 10 years ago we sent out, we worked through the state societies,

to have the banks examine reports in their own files and make up a report on
individual auditor’s reports that were submitted to them without making adjust

ments to determine what the weaknesses were that were being found.

And this was

a sort of questionnaire so that the banker could go down or have somebody go
down the list on individual reports to check off what they found with respect to
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a report.

Then that was all submitted through the state society back to the

Institute and tabulated for the purpose of discovering what the reporting weak

nesses were insofar as could be determined from that sort of examination because
ordinarily the bankers didn’t feel that they had aright to disclose this informa
tion to anybody because it had been submitted to them as confidential information.
But they did cooperate to a limited extent.

There was the idea that by comparing

these questionnaires, the bankers themselves would become educated as to what
some of the things were.

P

As far as I know there has been a lot of information that is disseminated.

P

Well, Mike, suppose we turn to yours now.

In the way of orientation, I

assume we have covered to some extent the scope of practice whatever it is.

We

have to go down into standards of what the profession should do and the first

one we have is the level of education and training.

Mike has examined the questions

that are brought up in the book and since everyone is an authority on education

he will just summarize your views.

Education and Training

Mike Uretsky
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Unfortunately, I have no answers but, I hope, many rather loaded questions.

P

I’d like to set the framework by reading a brief statement that Jack Carey makes.

He states that the unique talent that the CPA brings embraces such attributes as
the ability to find and define problems; to structure problems so that attention

is focused on fundamentals rather than symptoms or fringes; to communicate to in
duce people to accept his definition and be disposed to take action; to find and

sift alternative solutions; to know sources of technical information; to know what

others have tried, and what worked and what did not work and why; and last, to
adopt general theoretical solutions to fit particular situations in a practical

manner.

In this brief statement several problems are suggested of varying mag
nitudes, all large.

The area of problem solving is by itself too broad.

Hence

it’s necessary to define that subset of the problems with which we are going to

concern ourselves.

Let’s assume that we have done this to some extent in connection

with the question of ’’what is it that constitutes the practice of accountancy."

One thing is very clear in the discussion, and that is that the scope and complexity
of the problems that concern us today have increased roughly geometrically over

the past 20 years.

This raises one obvious question; namely, what kind of back

ground is necessary to meet all these needs.

A study is just being completed by the Common Body of Knowledge Committee
and there is a preliminary report in the October ’65 issue of the CPA.

Abstracting

from this, there are several points made that are relevant to the topic being

discussed; namely, (1) that there’s increased emphasis on the study of communica

tions, (2) that there’s a need for knowledgeable language and approaches of math

ematics to the related area of operations research, and (3) that one requires the
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ability to use a computer as a tool both in financial accounting and management
services.

In this connection a number of disciplines with which a practicing

CPA might be familiar have expanded to include courses such as advanced mathematics

at least through calculus and matrices.
take courses in these areas.

Indeed, we now require our freshmen to

Courses in production, operations research and

statistics, micro and macro economics, marketing and law are needed in addition
to courses in the more or less traditional areas of accountancy.

A lack of pro

ficiency in these areas might well imply an inability to maintain even a status
quo within the changing profession.

A question that sticks out is whether or not

all these are consistent with a satisfactory liberal education.

Indeed, Jack

Carey makes the statement that education is within the jurisdiction of colleges
and universities.

He goes on to state that training is largely the business of

the profession itself.

Whether or not you buy this statement in its entirety,

it does suggest that we should separate part of the body of knowledge for teach

ing in a separate professional school that presupposes as a basis for liberal
education.

Closely related to this problem is the question of how we can (1) best
aid members of the profession in this mammoth task of keeping up, (2) somehow
ride herd on those among us who demonstrate their lack of professionalism by
not making a reasonable attempt to keep abreast of changes, and (3) how can we

attract the right students into the profession.

In a current issue of the Harvard

Business Review, Peter Drucker’s article is included, in which he asserts that

business practice has been a great big disappointment to business students, es
pecially to the better students.

Many students are either going into other areas

or are going on to graduate school as a means of either postponing the draft or
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of avoiding a decision regarding the actual entry into the business field.

One

placement director feels that this problem has now reached a critical proportion—
that a smaller proportion of the top students are available each semester for
recruiting.

Perhaps it would be good to look at some of the reasons that Drucker

suggests for this change or for this disenchantment.

Namely, that business schools

fail to provide top students with a sufficiently challenging picture of business
reality.

There’s an inability of business schools today to finance, adequately

finance their top students, their top graduate students.

There has been a sub

stantial change in the age gap within business whereas in 1940 a man could look

forward to entering into a business firm where the top people in the firm were

close to retirement, today he can look forward to entering into a situation where

the top executives are 3 or 4 years older than he is.

Another reason that he

suggests is that many of the training programs that currently exist in the business
firms are not sufficiently challenging and that very often there’s an educational

lag of businesses.

The student being educated today, especially if he comes from

one of the top schools, is being brought up with the most up-to-date methods of

business and analytic methods; he then enters into a business where they don’t
come any place close to using modern methods.

In summary, perhaps it pays to look at some of the characteristics of

the profession.

Professionalism is primarily an attitude of society.

faith in an individual or a group that it endows as being a profession.
associates with this faith a privileged relationship.

Extreme

It

You will tell a member of

the profession certain things that you would not tell people who are not members
of this profession.

There are conditions within the professional group when

society grants this recognition.

Some of these conditions are: (1) a large core
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of knowledge, in a sense a common body of knowledge, which people recognize as
being the foundation of this profession, and (2) an educational training mechanism

and the size of this educational training mechanism varies approximately pro
portionally with the status of the profession.

The extreme range being, for

example, having a single course offered in a mediocre school to perhaps the

ultimate which the medical and legal professions have reached, a separate pro
fessional school that has as its prerequisite a rather full liberal education.
Another condition existing within the group which we call the profession is this

thing which we call objectivity.

Still another is the fact that members and only

members ride herd on each other, that members of the profession supposedly watch

the quality and nature of the actions taken by each other, and most important,
that members take particular care to protect themselves against criticism from

the outside.
not in public.

For example, only M.D.s will criticize other M.D.s and even then,

Try getting an M.D. to testify in a negligence trial.

I'd like to raise some additional questions just to start the ball

rolling.

I think we should limit our scope of discussion so that we, at least

for the purposes of our discussion, should not open to discussion this question
of what knowledge is required by entering accountants, since this is supposedly
being dealt with by the common body of knowledge study.

One question that is

suggested is should the CPA Exam measure the ability to enter a profession or

should it represent some higher level of achievement and in this connection do
we want specialty or subspecialty examinations administered by a professional
body.

P

A counter question concerning some of this on the tail end there, Mike,

what does the medical profession have in the way of any exam prior to the time
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a guy embarks on his whole period in med. school?
exam of any sort?

Is there a pre-med. school

But it is just supposed to be so tough in med. school that

any guy who can graduate from it should not have trouble passing his boards,

is that the idea?

P

Yes, his general boards become, in effect, his license to enter into

the profession.

But by no means his license to specialize in a particular area.

Indeed, I had lunch some time back with the Dean of Admissions of the Medical
School, and this they claim is one of their major difficulties.

How do you

screen a potential candidate for medical school, especially when you recognize
the widely varying quality of education that people can get throughout the country.

For this reason they are very often forced to rely most heavily on a letter of
recommendation from somebody who is already a member of the profession—hopefully

somebody with whom the Admissions Board is already familiar.

They have, however,

found that the grades that a person gets in certain courses do act as a reasonably

good predictor to the extent that they eliminate certain candidates as being

totally unfit.

These are courses such as advanced mathematics courses, advanced

science, advanced chemistry and biology.
P

So we’re saying that one way of somewhat limiting our profession if we

do carry on with the idea of some general knowledge and then the more specific
accounting knowledge near the end and going over a period of more than 4 years,
we’re saying that we have high enough admission requirements for this advanced
work and possibly even then some special letters or other qualifications.

P

Yes, an alternative to what we do now is to say let’s give just the
foundations of accounting together with general picture of business, a series of
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general tools in the undergraduate curriculum, and then go from there into a pro

fessional school of accounting or information sciences or whatever you’d like to

Some schools have already made this move, Chicago, for example.

call it.

What is the conclusion that has been reached with respect to the

P

Illinois qualifications for the certificate in Illinois?

I was thinking that

more and more accounting was required so that in a few years it will take more
than the present 120 hours of credit.
No, that’s the maximum.

P

Is that true?

On January 1, 1967 it becomes 120.

That’s the

last step.

P

So that there’s nothing on the books that would cost us more than four

years of college.
P

Sixty hours of that must be in accounting or related subjects and this

is where, unless that law was changed, if we had a four year non-business major
and a one year Master Degree, then the person doesn’t have enough college work
to qualify in some cases.

This is the basic problem that the big firms face in

hiring the engineers and the math majors and so forth.

They can never get cer

tification in a state like Illinois, or some other states, simply because they
have completed all their college work and they can’t meet the specific course
requirements.

I think New York State is probably the most rigorous.

P

What do these related subjects include?

P

Finance, economics, business law, it doesn’t really pose a problem.

P

Our proposed bill would move forward in three three-year segments.
was the bill that the State Society was advocating at the last point.

This

I didn’t

have anything to do with it and I’m extremely prejudiced because I find that I’d

be unable to practice under the proposed law.

This plus the fact that I think

there are three or four of our best present partners and staff members who had
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absolutely, or at least practically, no accounting as undergraduates—they were
economics majors.

And this thing also sort of gets me, Mike, because if we get

more restrictive in our undergraduate requirements I think we tend to shut out

some people from the profession who perhaps aren’t even interested in accounting
as undergraduates.

P

Exactly.

P

Maybe they’re marketing oriented, maybe they’re math oriented, maybe
they’d rather read Plato, but they might make tremendous additions to the pro

fession.

How you find this guy who is the Plato reader early enough, I think

is another problem.

P

I'd like to make two related comments.

Number (1) the New York schools

are very bothered by the requirements that they have to meet the CPA requirements
because it’s preventing them, to a very large extent, from making what they con
sider to be needed changes in their curriculum.

One of the alternatives they

are now considering at one school to get around this is to keep the course names

the same, but completely change the content.

The other point is that increasingly

I find that the honor students that come in at the time they are preparing their

programs--Art, you may have had the same experience--they are increasingly com
plaining about the number of accounting courses that they have to take.

Many of

them would just as soon take less, or take the same thing in less time and use

the extra number of credits to take math courses or to take courses in production
or engineering, just the things which very often would provide a better than

average background in accounting.

P

They’re precluding doing it because of the number of state laws.

P

Well, under the curriculum requirements they are required to take a
certain number of hours in accounting.

90
P

I’d say that I have as many students who object to taking some of the
required non-accounting courses and wish they could take more accounting, as I

do the reverse.

Some who would prefer to take more mathematics, which is neither

required in any direction, would prefer to take something other than what they

are required to take, in not just accounting but almost anything that’s required.
They prefer not to take that and to take something that isn’t required.

P

The thing that bothers me is that all too often the students that are

complaining about the number of accounting courses are just the students that

I’d want to hire if I was out practicing.

And the guys who want to take many,

many more accounting courses than they could ever fit into their program may
come out with a good average, they may be intellectually sound, but to talk to

them for half an hour, they are the most narrow-minded people that you would ever

want to meet.
P

I wouldn’t agree with that at all.

P

Maybe they would make the best accountants.

P

I think that’s an individual proposition.

One point that I’d like to

get on the record is that I would refute the statement that both the law school

entrant and the medical school entrant necessarily has any more liberal educa
tion than the present business school graduate.

An increasing percentage of our

law school graduates at Illinois have business school background.

curriculum could hardly be considered liberal.

The pre-med

It’s heavily oriented towards

physical and biological sciences, and these courses are taught under the liberal

arts label.

But I would venture to say that our business school majors have

more social science and liberal arts courses, or as many as the entrant into
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the professional school, medical school, or in many cases law school.
Yes, but the point still remains that here we have a profession that

P

has reached the point of stature, just for status reasons or for other reasons,
where they can in effect dictate to this group of students that wants to gain

entrance to that profession, that they must make considerably more stringent
standards or more extensive standards.

P

More school.

P

O.K.

P

The labelliberal

P

Right.

P

Is it possible

isused, and may not

to improve any

apply at all.

oftheaccounting

courses now being

offered so that it would permit a more liberal education, so to speak, in market
ing or business organization, business management?

By condensing these courses

would the student still come out as proficient in accounting as they’re coming
out now, in the strict sense of an accountant?
As has been done to some degree here, I am sure it has been done else

P

where, more could be done in this connection.
That is an area in which we are always working.

M

I don’t know whether

we can get it as far as we would like to.
You and I were students here together and maybe some of the others

P

who were about the same vintage by the ages, I think this would probably be

true.

And I have been here throughout the period.

Comparing our late ’40

curriculum in accounting with what we now have, there is a considerable difference

It is much more compact on the one hand, and also in the courses we have available
we go much further than we did then.
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M

This point that Art is making here, I think, is really the direction

that Illinois might be going.

That is, we’re trying to require that the people

taking the cost accounting course, for example, that they will use mathematics

and they will be able to use it in problems.

In other words, we are not requir

ing a course, additional course in that area, but upgrading it if you want the

accounting program.

I would hope that this could continue more than ever before.

I am saying that this general point that Mike has made her
e that we haven’t

done this well enough yet to retain the really great students and we still have

a problem and I think Illinois is, if you will pardon the obvious opinion, is
as far ahead as any other school in the country in this respect.

Now Stanford

decided at one time in their graduate school of business that they would admit
no one to the graduate school of business who had had any business training before

they came into the graduate school.

They carried this on for about two years and

now they have started admitting the other people who had some business training

but the general thrust is very definitely in view of this total mass of knowledge
that has developed here in the world and is expanding, what is it, I think they

say it’s doubling every 10 years, that a man, being an accountant, has got to
know a lot more than we knew when he got out and the man is going to have to

have a much broader base for the practice of accounting in the future than he

has in the past.

I submit that all of us, either in teaching or in practice,

have a steady program ahead of us to catch up on.

P

Is this broader base to include liberal arts courses or are you speaking

of business or mathematically oriented...

P

Economics perhaps...

M

I don’t know what the liberal arts are—the idea of liberal arts came

out as this...
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P

The only people that do, Norton, are college presidents and deans.

M

That would be right.

You seo the idea of a liberal arts college

out with the idea that the man is going to know a little bit about

everything and the nan is going to know a little about the whole world, but

in fact it deteriorated so that a major in Spanish nay take 60 hours of

Spanish,-—well that was unfortunate.

So we talk about liberal arts, lot’s

talk about a wide scattering of subjects and this would be our objective

whether in a business school or engineering, maybe the nan ought to have a
course in engineering, a course in business, and a course in medicine.
don’t know how far you want to go on this to give him this breadth.

is the need.

I

And this

And to say that a nan because he has gone to a so-called

liberal arts and sciences school necessarily has a more liberal one, is not

true.

The objective is to give him as much breadth as possible for this type

of profession.
Do you feel that this breadth will take more time than a normal

P

four-year course?
Well, there are two aspects to that.

M

accelerate what they’re teaching.

boy in high school is getting material

that I think I got as a senior in college.
mathematics area.

One, the high schools greatly

It’s amazing, particularly in the

So in part that is present.

But again the amount of knowl

edge to be picked up is accelerating so I think there's going to be a general
tendency for an increase in the educational experience.

If you want to

really think about this all kinds of implications, the unemployment of the

youth and all that...there was a man in California who suggested that we
ought to have a 10 year college program.

That is somewhat extreme, but I

don’t know where we are going to cone out and my own judgment would be that

there should be a slight increase in the amount of schooling that would be
needed to enter the profession, probably at the Masters Degree level very

shortly.

94

Perhaps part of this problem is how do you differentiate between

p

training and education?

To what extent should the educational institution

or professional school do training and to what extent should the business
firm do this?

When you hire a junior, do you want him to be able to go out

on an audit tomorrow or are you primarily interested in his background so
that after he has completed a training program with you, then he will be a

paying member of your firm?
Doesn’t this depend an awful lot on the size of the first and how

P

quickly this fellow must pay off?

P

It’s not for a year or two with a national firm.

M

Well, it’s not entirely out of line for a big firm to assume the
responsibility of providing the training program for the man wherever ho

If the Institute wants to formally provide it, I think that would

winds up.
be alright.

P

Somewhere or another the man does need a variety of experiences.

Mike, on this point of education and training, I think we generally

label whatever the colleges do as education and whatever the firms do as
training and many tines they overlap.

My feeling is that the biggest bulk

of this additional knowledge that the CPA will need, will come from his firm

organization or the Institute’s program.

I prefer to get the guy working.

He is going to learn more by being exposed to the actual business problems

and getting the background additional training after ho leaves school, in my

opinion, rather than keep him in school for six years.
P

Alright, you suggest an interesting problem here.

What do you do

about the man who has net the minimum requirements for admission into a

profession, be it accounting or medical school, and then stops.

Ho never

goes to any Institute Training Programs, he never reads the Journal, he never

roads anything else.
herd on him?

What do you do as a member of the profession to ride
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P

This is where we have to work our hardest, to get these people to do

this type of thing.

You can’t take any broad spectram of people and expect

then all to do these things, so you just work hard at getting at bin.

P

It’s the sane thing in the medical profession.

P

Well, in any profession.

P

Well, I’ll tell you one observation I would Make about being a
professional, and it’s true of the doctor, he finishes school and he servos
that internship and ho works for $25 a month and room and board.

The lawyer,

a young kid out of law school works as a clerk in an office for a year or

two, or three years.

When it comes to hiring an accountant, he has to have

$600 a month the day he goes to work.

And you can’t afford to carry him for

two years and teach him what he wants to know.

Now if we want to have our

training within the firm, we have got to have some system of the so-called
internship or the apprenticeship or something.

P

A way of not paying them.

P

That’s right.

Because we can’t afford it.

Carrying them for two

years and train them and then they leave you, you’ve lost $10,000.

That’s

where they’ve got to get their training but we can’t afford to carry them at

the price we have to pay them.
P

The big firms, they can.

It seems to me that this guy you hire from the campus should be
able to go out on an audit the second day after he starts with you.

Give him

half a day the first day to read the office manual but ...
P

It wouldn’t take that long.

P

This presumes that he is going out with an experienced man who is

able to give him some on-the-job training.

We emphasise that strongly and

probably don’t get as good a job as we should, but we tell both the junior

and the senior that they both have responsibilities in this area and that
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they better perform.

We think that we need a supplemental, formal kind of

classroom work along with that but this is really supplementary to the main
purpose of getting out and getting revenue in.

We have to be able to do

this too and we're not going to do it if we're not going to recover from him
just enough.
You're going to pay more for the six year man than for the four

P

year nan and, under the concept of the six year program, he is not going to

be able to do any more than this four year guy and furthermore he's going to
be unhappy about what he has to do.
P

He'll pay off faster.

P

He might.

P

We hire a Master's Degree holder and I agree that he can't do any

Somebody's got to do the detail work.

more immediately than the guy with four years of education.
Our Experience, I guess has been a little different because the

P

Master's Degree man seems to pay off faster for us than the other.

Well, that nay be, I haven't been able to keep this guy long

P
enough.
P

Do you consider that the Master Degree man is a better investment?

P

Of course there's less risk involved because there has been a

tremendous screening process between the average master's graduate and the

average bachelor's graduate.

There would be a considerable gap, so there

would be less risk.
P

We think there's probably a year's difference in the amount of time
lag that it takes him to start paying off.

M

We have no formal statistics on our graduates, but I think that
would bear out of all our people who have gone on to graduate work, they have

done better than those who have not.
exceptions among the graduates.

That is on the average.

You can find
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Of course this should be though.

P

It gets back to the old statistic

about how much more a Master Degree candidate earns in a lifetime than a
Bachelor’s because there's a selection process involved.

We don't let every

body go into the Master's program.
By the same token, you don't have that many wanting to go in.

P

The

fellow that wants to go in, is a better prospect by that fact alone.

P

Right.

M

Well, only for the big firns, and I suppose the medium size firn

too.

Bob, the common big firm will hire the man who has about a four point

average that will qualify him for graduate work.

They always want the people

with the high grades and there has been a slackening off of sone of the people

who would otherwise have gone into graduate work because of this $600 figure

you're talking about.

I think that the university could very well provide

sone more of this training.

I would hope that it would be a little broader

training but an educational experience, would make it beneficial.

And I

think it would pay off in the long run of our training program.
P

I'd like to see how the group reacts to this idea—the possibility
of setting up an internship program for the students while they are doing

their undergraduate work, possibly during summer or some of their holiday
vacations during which time you could probably pay them peon's wages.

You

could even go ...possibly even require that students do this.

P

We have internship programs with three universities and even that
is not a peon wage situation but it is, and has been for a number of years,
a very excellent source of new material.

P

How about the possibility of requiring all undergraduates to take

at least one summer of internship work?
P

You can't do it, at the University of Illinois under the statutes.

98

P

O.K., for the moment, let's ignore the statutes.

P

Partially, Mike, we use U of I students to a fair extent and we
find that it really doesn't pay in the very short period.

In other words,

during just a summer, it may take then a month to really get the right,

proper concepts and to get to the point where the senior is not keeping an
eye on him all the time.

So, I'd say in a very short period, it would be a

little difficult to operate, but if you were to have then take off a quarter

to do this sort of work, that would change the picture.

Or let's say a

quarter to work and then go back to school a quarter and do this so that they
would be working for you for two quarters, then it might help.
P

Well, perhaps this is a burden that the profession as a whole should

be willing to undertake.

Each firm night take sone fair share of the under

graduate students on the premise that a student soneplace along the line,

probably a junior or sophomore needs to get some exposure to the actual
practice of accounting.

He would tend to gain more from his subsequent

accounting courses because they no longer are abstract items, but they are
very concrete, meaningful things that he is studying.

P

The University of Florida has this program and they arrange to

have a student go out there on a trainee system.
P

Mike, if you establish the program, all of your people will be

taken care of.
P

I'll tell you about an experience we had just this last summer.

Now this was on a man having a bachelors degree going back to graduate school
in the fall.

We hired him for the summer and he was a good man, but he spent

all day arguing about general accounting principles and this and that and
they would say well, give me somebody else.

If he finishes graduate school,

we're going to try to get him again but he wasn't worth a damn last summer.
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I had a man this summer, a

We had just a contrary experience.

P

graduate of a liberal arts school.

I think he had about 15 hours of accounting

or 12, and was going on for a masters degree this year.

I think he was the

best junior accountant we have ever hired.
I have a comment right along that line, I think, at least in our

P

firm, we have through probably bitter experience come to the realization

that you gentlemen aren't furnishing us any finished product by a long, long
shot.
P

How are you defining a finished product?

P

A guy who is saleable at that point.

And we’ve pushed the training

as opposed to education problem around a great deal and we have pretty well
established a 3 level program.

It starts out with 3 days as soon as the guy

gets there, which lets him know where the men’s room is and how to take care

of time sheets and how to take care of travel and so forth.

It has some

emphasis on the two jobs he is going to be doing first, the three jobs, which
is cash, inventories and accounts receivable and out he goes.

We would hope

that after the first, or no later than the second busy season that he would
either have the American Institute’s 2-week jr. training program or we would
do it internally, one way or the other.

Probably four years down the row,

he should be ready for the in-charge program, again which the Institute is
putting on, or which we put on internally.

So we’re going to spend a hell

of a lot of money on this guy after we get him.
P

These are 3 things that we can’t do, first of all, try to teach
auditing in the classroom where there are no people other than the students,
no filing cabinets, no vouchers, nothing... It’s impossible to do it.

are the real problems that an auditor faces on the job.

I don’t think that

we can do an effective job in the classroom, now we have been doing it,

teaching auditing...

These
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This is like teaching cost accounting to people who have never seen

P

the inside of a factory.
I think the role of the college, university, is to someway get the

P

accounting student who is going to go out, to understand basic accounting
concepts, principles.

I hate to use either of those words but in other words,

how to analyze transactions and the basic nature of transactions and also

getting him to be able to think and make him aware enough of all the aspects
of society and the economy so that he can see where accounting fits in.

Now

as far as the details of what he is going to do to get started, I feel this
is up to the job of the firm.

P

Excuse me, Carman has been trying to get something in here.

P

I’d like to finish up a little bit of what I started before on
Florida’s experience on this internship.

They have an arrangement whereby

the university fixes the salary that the firms are going to pay.

They fix

it at just a little over 50% of what the going rate is outside when they

graduate.

stand.

This is something that the students and firms that cooperate under

Then the students go out and work and when they come back, they are

almost invariably better students and on top of that, over 80% of them, I
think this is the figure, pretty close to that anyway, ultimately end up

with the firms they intern with.

They have a lot better idea of what they

are getting into and a lot more enthusiasm for what they are studying after
they have had that internship semester.

P

This is also a way of meeting the problem of how do you provide the

good students, the better students with problems and materials that are
sufficiently challenging.
P

Northern Illinois at DeKalb has an internship program, you might
be better informed about it than I am because I got to about the first
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paragraph and that lets us out right there.

Its internship program is during

the busy season which is attractive to us and as far as the rate scale, I

don’t remember that but I think it’s about 75 or 80% of the going rate, maybe
it’s the going rate, it’s not 50% I know that.

The thing that discouraged

us was that for a firm to qualify for the internship program you have to do
certain things in reporting back to the college.

You have to give the

intern certain levels of training in this 3 or 4 Month period he is with you,

about 3 Month period I think it is, maybe 10 weeks.
which he shouldn’t be in.

He has to be in certain things, we ordinarily

wouldn’t put a junior accountant into.
of tax work.

bat.

He gets into things

He has to get into a certain amount

We can’t put a junior accountant into tax work right off the

You can’t keep him on cash, accounts receivable, inventories, like a

junior accountant is ordinarily trained.

He has to be exposed to higher

parts of the audit during this internship program.

This completely discouraged

us.
P

Don’t they, I think they also hold a class session every Friday.

P

A class

P

No, in Chicago.

P

I don’t know, as I say after the first paragraph when they started

session back at the university or in the firm?

At least they used to.

telling us what we had to do as far as the progress of his internship
program, I quit listening because it was beyond us.
Bradley has a program too.

P

I think their salary is about $25 under

the going rate and there is no classroom connected with it.
qualify.
enough.

The firm has to

I was told that they have got six of the big eight and that’s

The thing that I don’t like about it either is that these students

do stay with the firm they intern with and they have to have a "B” average
to intern so when you go out there to interview you're left with the "C”
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students only.
broader.

I think the idea has possibilities and it could be made

The thing leaves possibilities at least for the snail firm, I an

sure it’s a good program in national firms.
May I turn the questions to this point which is of concern, I

M

think, to educators and that is, should the university assume that a nan who
is going out should have sone familiarity with all 3 areas of CPA practice:

that is, taxes, management services, as well as auditing or would it be
appropriate that they specialize, shall we say, in one area.

the way this might lead before I try to get a consensus.

Let me point

If we were trying

to prepare people for the management services area particularly, we would
place a great, much heavier emphasis on mathematics than we now do, should

we assume that responsibility?

We might well be able to insert it into our

existing courses so it's not so much of a change.

this?

What's your feeling on

Would you sooner have the man help you immediately on the audit, Bob,

or would you prefer to have the man sufficiently broad so that he might be

able to help you in any one of these areas after he subsequently went to work

for you?
Well, personally, we would rather have, ray management services

P

partner might not agree with this, but we would rather have the fellow who

could go to work immediately on audits.

He would spend a year or possibly

two years working on audits or anything else that we could use him on.
During this time hopefully he would develop an interest in one of these other

areas and at that time let him learn more about the MAS area or tax area.

Of course, the management services area and the operations research

M

area does require mathematical training that I don't believe you could do on
the job.
P

That's possible.
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I doubt if you could get into that without considerable formal

M

training.
P

Ignoring the need...

P

If we define management services to include some areas that...

Well, let me put it the other way around, I think management services includes
a lot of areas that does not require all that math that you're talking about.

Secondly, I think that the student could have a math background

P

and not be able to do much in management services right after he gets out of
school.

Yes, that's entirely possible, but if he were to subsequently start

M

a study program of his own he would have, or should have, the necessary back

ground.

P

Yes.

P

Don't some of the firms have a policy that a person works in the

audit area for awhile before he ever gets over into management services?
P

Yes.

M

That's a good one too, Carman, except that some people can never
make the transition because they have never had the basic mathematical
training for it.

To audit any, or to review any operations research work

you have to have at least have matrix algebra.

You just have to have it.

Well, a Price Waterhouse partner told me they couldn't offer that in their
firm, that was something that the colleges would have to do.

But if we

don't do it, it seems to me that the profession tends to divide more than

ever.

If we think of the future, in the long run, if all the people who

come out have the basic capacity to go in any area, then we have more of a

unified profession.

We don't have these people on two floors that George

has, not able to communicate with each other.

Now if the university assumes
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this function it may require that we are going to have to spend this additional

time to provide the man who is immediately useful, who earns his pay that

Bob is talking about and this might be one answer.

I’d like to make a strong pitch for your preparing the general

p

practitioner and let the advanced education either come through the man’s
own self program or we hire the specialist if we have a need for him.

It would seem that a basic education necessary for entering into

p

the profession should be such that it would provide a basis for the individual
to then provide himself with further study, or pursue further study in any

area that he would choose to specialize in.

Because otherwise we run into

the situation where, why have a general education for doctors.

Why not just

educate heart specialists, or educate toe specialists or hair specialists.
p

I think you need to be careful too, and I’m presumptuous I guess
in saying this, but you need to be careful of too much upgrading of the

management services practice, that is its sophisticated level.

In most of

the firms that you are going to find, there are relatively few people who
ever get into what we call a real O.R. engagement.

And although some of the

techniques are used I think it’s not something that we would advertise as a
specialty.

And I think that’s true of most public accounting firms with

some very few exceptions.

The big eight, they have great troubles of course,

communicating with their own O.R. specialists.

p

How about the computer?

Does the accountant have to use the

computer?
p

Very definitely yes.

M

I think the number of computers in the United States, and I think

I have another speech on that.

they are talking about 1966 being the year of the computer.

There will

probably be about 10,000 new installations and there will be about 2,000
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retired.

We will have a net increase in computers in 1966 of about 8,000.

This will then leave at the end of 1966 in use about 27,000 computers in the

entire United States to get the picture of how many going into 1966 alone.
Of this 27,000 about 20,000 of them will be complete computer data processing

systems.

So we have an accelerated rate of the use of the computer and my

assumption had been, and you reject this if you do, that more and more the

CPA practice would require that the man be more familiar with this computer

and if so, this would require that he have a minimum in the math area, the

area of calculus and algebra and so forth...
We’re talking about preparing people who are going to be practicing

P

accounting over the next 20 or 30 years.

I think the time has come where we

probably ought to stop looking at the computer as being an isolated thing.

This is just one tool that you use in the practice of accounting.

It has

reached the point now where we probably should take it for granted just as
you take work sheet techniques or the slide rule or the use of an adding

machine.

P

It’s simply a tool.

There was a lot of the same type of conversation when the punch

card business came in years ago.

This was supposed to be a mystery and

accountants were going to have to get so they could handle it and all that
sort of thing.

I don’t see very much difference in the arguments that are

made now from the ones that were made 35 years ago.
P

The Annual Meeting of the Institute in Dallas, concentrated on the
computers, most of which I didn’t feel too friendly toward.

I thought the

very last one was very well done and this fellow, apparently all he does is
data processing, doesn’t understand the math that you’re talking about.

I

don’t see, personally I think they’ve got a few terms that are used to
computers mostly, that all you have to do is interpret these into the common
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language that we use for a lot of other data processing and then you know

sonething about computers.

I'm in a real small area that I don't think will

ever... However, I do have a brother who is pretty high up in IBM so I am

not naive in this thing.

It seems to me that it is, as Mike says, a tool

that we ought to understand what it will do and what it can do and how it

can program, but you don't have to understand how it works, or you don't have
to be able to set up a board, just as I don't understand bookkeeping.

I

don't know exactly how to set up one of those things, but I know pretty well

what they produce and I know what a lot of basic IBM equipment will do in
an operation.

It does seem to me, I think, there's a lot made out of this

computer deal that is not part of the basic accounting problem.
P

I'd like to speak to that, namely, that there is no area that has

developed jargon as fast as this computer area.

Whatever the reason for

this might be I think that perhaps the time has come to stop focusing our

attention on what do we do about auditing a client who happens to have a
computer and accept the fact that this is a tool which we can use in our
accounting practice, as a method for handling analyses more efficiently.

Once your writing a program to do a particular type of analysis, a cash flow
analysis, some kind of a forecast, this is something you can use for any of

your clients with very minor modifications.

And perhaps every accountant

who comes out of an educational institution now, should have at least some

minimal ability to write a simple computer program to help him in his work.
This does not require any large degree of sophistication.

Sure, it does

require sophistication to write a very efficient program, the kind of thing
that you are going to be running 24 hours a day where you are interested in
saving seconds, but to write a computer program which will help you in your

work doesn't require much sophistication.

One of the programs that our
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students in our data processing course run, is simply to write a program

which will handle almost the entire audit of accounts receivable.

They are

told, look, here is a tape that the customer has to handle his accounts

receivable; they are told the format in which the tape was written and are

told to go write a program which will randomly select items for confirmation.
Tour output from the program is the confirmations themselves, plus an aged

schedule of accounts receivable plus an indication of which accounts do not

meet certain criteria, for example the credit limits established for the
customer.

This, to my way of thinking, is barely minimal and certainly not

sophisticated.

The International Accountants Society has a 10 lesson course now.

P

People graduating from it are moving right into programming jobs.

I've got a computer program that we are running right now that in

P

fact teaches the computer how to teach people to program computers.

And

indeed the students finished this in approximately 5 or 6 hours and are

writing very satisfactory programs.

They sit and carry on a conversation

with the computer via a typewriter keyboard.
Well that's the substance of our contribution to our education,

M

training.
P

Perhaps we could spend a few minutes on the question of how do you
attract the better students to study accounting.

P

Well, that's the $64 question.

If you can get people to go into

the medical training program where they can see that there is 8 or 9 years

ahead of them before they're ever going to make a dime, and get them to go

into law when they can see at least 7 years before they are going to be able
to make anything and then point it out when they start off it will be at

starvation wages for awhile, why can't you get people to go into the
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accounting profession and study accounting when they realize it will only

be a 5 year wait.
Well, perhaps we can take this from the other standpoint, why do

P

people go into the medical profession and the legal profession?

I think it’s

a question of professional status plus expected revenue.

I can answer both of your questions from the point of view of one

M

Michigan State man, a social psychologist.

You may have heard this before.

He says that we've been misdirecting our efforts to recruit people; we assume
we recruit them at the time they enter college.

Actually the next step has

been to recruit then at the time they enter high school.

There has been a

whole lot of information put out to the people in high school, a typical
little brochure is "Young Eyes on Accounting”, that is widely distributed.

Maybe it is that this value pattern is what they think is important is really
established back at the grammar school level and that we ought to, therefore,

start our public relations to induce people into the profession back at the

grammar school level.
It goes back beyond that—it goes to parental attitudes.

P

If

parents tend to respect the people in a profession, the kids will tend to

have the same respect.
If you are a successful citizen, as a CPA, and obviously have a

P

kind of spot in your community as doctors and lawyers generally do, then not
only are the students going to try to become what you are, but their parents

are going to try to insist they become that.

And this is exactly what is

happening.
P

This is partly a maturing process because law and medicine have
been with us a lot longer.

More people are familiar with it than with CPA's.
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Is there a possible answer to this that perhaps hasn’t been fully

P

Should there be any analogy in the accounting profession to what

explored?

is now the medical technician?

I’d like to see it.

M

that role though.

technician.

I don’t see the public accountant accepting

But that would be the role I’d like to put to the

As you know, I believe they tried to do that unsuccessfully

before, but that would be an ideal arrangement if we could establish it by

state legislation, it seems to me.

Such a class of technicians ...

P

You’ve got it in certified data processing...

M

George’s would fit in with that.

P

Talking about that, I’m going to bring out one point here that I
think CPA firms have to recognize the analogy with doctors and lawyers, that
there is not a CPA firm that I know of that doesn't have an uncertified man

working for them, a nan who will never be certified.
about it.

And they don't worry

They say he is a good nan, he knows his business.

You can't find

a law firn that will have a nan practicing law or doing legal work who is not

a lawyer.
doctor.

And you will not find a doctor working for a doctor who is not a
The thing we have to look at is that we have to have certified men.

I know that is not ever going to go over because I think it is probably an

economic factor.

P

So what you're suggesting is that this CPA exam has to be a minimal

standard for entering into this profession.

P

Sure.

M

Except the nurses work with the doctors who require only a registered

nurse.

You might have this nan as a registered clerk, or registered book

keeper, or a registered public accountant.

he does not reach the status of the CPA.

Then you can employ him although

no
That is comparable to your laboratory technicians works for a

P

doctor but still isn't under the supervision of the doctor.

We have nothing

like that at an as far as our profession is concerned.

It would be similar to having the nodical technician taking out

P

your appendix.

We have the technician out making the audit.

When they dig out your appendix you'd like to know that the guy is

P

well

qualified.

P

Sometimes though these nurses are better than doctors.

P

I'd like to raise another question in this sane area.

M

Alright.

Gentlemen we're not going to get through our entire agenda.

I talked to Jack about it and he said we probably wouldn't, but let's go as

far as we can and when we have an answer to a topic I think we can contribute
more to that...
I'd just like to get sone discussion on this professional school

P
idea.

The future educational pattern in accounting should parallel the

present educational pattern in law and medicine.
much about it.

We haven't really talked

I sense that the line of the Institute is to favor this

approach because this would tend to partly up grade the professional image.
P

If you want recognition as a profession then I think it becomes

apparent that you want to, as a bare minimum, take on the trappings of the

profession.
P

One of which is having a professional school.

At least for us to go in that direction internship would have to

be a part of such a program.
P

The internships in both law and medicine follow the educational

completion of the formal education rather than being a part of it.
P

Perhaps you might even question whether or not you really have an

alternative to this.

Given all the changes that have taken place in

111

technology, is it possible to provide a person with an adequate background

during 4 years?
I wouldn't be surprised if all of us agree that a professional

P

school is still needed after a 4 year liberal arts, with your definition of
it, is the cooing thing.

I don't think anybody would argue with it.

P

I would.

P

Would you define... I have a question for you, I don't know what

you're talking about—what is this professional school that you're talking
about?

P

Like law school.

Parallel to law school, an educational program

built upon a 4 year undergraduate education.
P

Specifically pointed toward the CPA profession?

P

Well, let's say specifically pointed toward the accounting profession.

P

Well, don't the accountants, by and large, have enough difficulty

talking with the rest of the community and wouldn't such a program tend to
segment them even further from the rest of what's going on?

I don't think so.

P

I think it would tend to get more respect and

increase the communications ability with the community.
P

Well, aren't they sort of talking to themselves then?

P

Well, doctors don't talk to themselves.

P

Well, we've got a little different problem.

They talk to patients.

I don't know what he

is getting at, but one of our basic problems is actually our communications

of our financial information to the public who are clients.

A lawyer takes

years of law school, then they work and so forth and he draws up a contract
and the other lawyer reads it and they don't expect the layman to understand

it.
P

What about the doctor?
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P

Well, the doctors are the sane way.

P

Well, there he is communicating with members of supposedly an allied

profession, but most of his communication consists of communication with the
community.
P

He doesn’t very often get very clear with his patient...

P

This merely suggests that you have need for courses in communication

That one critical aspect of an accounting education is the study of communica
tions and communications media.
P

I think courses would...

P

Either that or you don’t care what the doctor has to say.

All you

want him to do is fix you up and make you well; get the end result rather

than how to get there.
P

I think this is one of the problems, one of the things we talked
about this morning, this matter of communications.

This is really one of the

serious weaknesses of the CPA.

M

I am not sure but I’d like to check to see if you two are in
disagreement.

George, I believe you’re talking about professional school of

business and Art’s talking about professional school of accountancy.

I don’t

believe that Art stated that the professional school of accounting had nothing
but accounting in it, I think he did want very much for them to have business
subjects in it.

P

No, this is not parallel with a law school training or a medical

school training.
P

Yes it is.

P

We already have graduate schools of business at Harvard, at Stanford

Chicago, Illinois and Indiana and almost anyplace around the country.

At sone

of these schools the graduate is a "well-rounded business school major" with
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no opportunity to specialise.

In other words, a Harvard business school

graduate is not an accountant...
P

He sure as hell isn't.

P

I mean when he cones out, he is not an accountant.

P

I'm with you.

P

On the other hand, at Chicago this is possible.

A person can get

enough accounting work in a graduate school program so that he would perform
on his first job.

Except that I didn't learn very much until I got out and had some

P

on-the-job training.

I am speaking about the present program.

P

changes.

They've had certain

Now what I am speaking of is a professional school of accounting.

They've changed their emphasis.

But I am speaking of a professional school

of accounting.
Well, why isn't it desirable to use the present graduate school

P

business structure to turn out...

I think that one of the suggestions that has been raised is the

P

creation of a new tier of education in accounting based on a 4 year under
graduate program, liberal arts, and then a professional school of accounting.
Now I don't submit that everything in it would be accounting but the heavy

emphasis would be on accounting such as the heavy emphasis in the law school
is on law.

P

I'd like to speak to that point.

I think you're talking about a

professional school which would provide people who should be able to pass
the CPA exam, everybody, we're talking about everybody who gets out.

To the

extent that the CPA exam is an exam measuring the ability to enter a
profession at the bare minimum.

But within this same major framework it
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should provide the capability as the law school does to enable a person to

specialize within these things which we call the areas of accounting, auditing,

taxes and this thing called management services.

It nay well entail having

the person take courses outside of this strictly professional school of
accounting, taking more math courses, taking more courses in production. ..
P

Only because he was deficient in his entry requirements.

P

No, not necessarily.

Because he has decided that he is going to be

a specialist in management services and therefore he should go beyond the
basic calculus and linear programming into such things as differential

equations and advanced operations research techniques.

P

Well, law school isn't like that, is it?

You can't specialize in

law school.

P

More or less you can.

P

Med school surely not...

P

No, not med school.

P

Law school you can specialize to the extent that you have leeway
in the selection of some electives available.

P

I see.

Then law doesn't have the isolation of the specialties like

the medical profession.
P

No, it does not.

P

If you go into med school, your undergraduate curriculum is heavily

weighted in the biological and physical sciences as you pointed out.

If you

go into law school your curriculum is heavily weighted in the political and
social sciences....

P

Except that some law schools might accept an accounting major.

P

In the preparation for the school of business you could weight
your courses, your training in the mathematics courses and economics courses
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and other courses so that you would have the background with which to
specialise as you pointed out here....

You should have the additional courses in psychology and sociology

P

because certainly one important aspect of accounting measurements and controls

is the behavioral aspect, the idea of motivating people, the idea of controlling
their performance, not only in the very narrow accounting sense, in the
traditional accounting sense, but in terms as the budget as a motivational

device.
Well, I think there is a school in the area.

P

It may be a little

rough yet, but they will try to run the school by soliciting students only

from liberal arts colleges.

They then give them 18 months of concentrated

training in accounting that includes related subjects such as finance and so

forth.

Those fellows are going out and going right into getting their CPA

certificates as soon as they’ve got the qualifications to sit for the CPA in
either New York or New Jersey...Those who do not, go right to work for a

firm are gobbled up quickly.
P

How long has this program been running?

P

They’ve been running it now for about 6 or 8 years.

P

It is not overwhelmed with applicants.

P

He has to drum bushes.
colleges.

He goes around to colleges, liberal arts

He tries to get only one or two from each college.

He goes to

Harvard and Yale and...
P

What sort of progress does he get?

P

As far as I know, they move along pretty well.

I haven’t been in

touch with them during the past 3 years.
P

I’m not sure that I would buy the idea of restricting it to liberal
arts graduates.

I would think that you should have, in the sense of the

medical profession or the legal profession, you should be able to a certain
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extent to dictate their preparation .

To state that we would expect this

person to have a so called well-rounded foundation in the business area which
would include to sone extent courses in accounting.
P

Sonething like the law schools.

P

Sure.

But you should also make provision for the liberal arts

graduate, the guy who decides after he is finished that he wants to go into

the accounting area.
P

Really, I am more concerned about the advisability of this than the
details of it.

M

I’m ...

I have reservations on the advisability of it.

I rather like fid’s

point down here that the accountant communicates so much that to be a

different animal all through our education life would not be the best.

I

think there is great advantage to having a specialty in accounting, within a

business and I don’t care how fare we go on this but this would suppose,
coming back to George Morgan’s point of view that I can find no great
conflict at all with having everyone having in a liberal arts sense a broad

base before he goes into this type of program.

I am a little bit concerned

about how we specialize the measurement communications man who has had
considerable contact with the business area as well.

P

This common base would provide the common foundation.
we’re talking about two different aspects of the same problem.

I think

One is a

short run...
P

....one year of accounting after a six year program?

P

As I visualize it, I visualize an undergraduate program providing

a business major to these people which would give them enough so they could
communicate with all these individuals.

Then within the professional school

you tend to have a specialization first within this general thing which we
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call accounting and within which or beyond which you could then specialise
in sone aspect of accounting.

I think that, I am not sure that, you have an

alternative, I think that in the short run perhaps you do.

Perhaps in the

short run you can talk about whether or not it is feasible to set up this
larger degree of specialization or this further step in the educational

process, but I think that in the long run if you are to truly attain

professional status, then I am not sure that you’ve got a choice, especially

given the rapid changes that are taking place in the technological areas.
Because even now it is difficult to ...

M

Sociologists want to merge the accounting field into sociology and

the two together form a graduate school on the basis that sociologists
measuring of values and the accountants measuring of values will evolve a
school of measurement and these will tie together in a graduate school. . .

P

So are psychologists, so are economists.

P

I think we have another area in the accounting field, don’t we that

with the universities turning out accounting majors and so forth a lot of

them are going directly into the business as accountants with firms or with
the objective of becoming a CPA in public accounting.

I think you have to

realize the difference of the traits of a public accountant and the industrial
accountant.

P

Well, this raises the question as to whether or not the CPA exam,
being just an exam which measures your ability of being able to enter into
the field, shouldn’t take into consideration the possibility that a man might
go either into public accounting or into industrial accounting.

And sure,

you might have certain interests to go into a particular area but I don’t...

P

Do we have any in this group who are industrial accountants. .we’re

all public accountants, as I understand it.

Really, we’ve had CPA’s leave
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our office and go into various companies and that's the last time you ever
see CPA's...

P

O.K., but how often do you have industrial accountants who later
go on to public accounting?

P

Very seldom.

P

Shouldn't there be a limited degree of flexibility here?

P

Yes, what I'm trying to say here is from the standpoint of the
universities are giving courses in public accounting.
way or the other?

Are you pointing one

Are you pointing toward public accounting or...I'm with

Illinois here and I'll tell you this on the accounting courses, all the

professors I know, assume you want public accounting.
P

Now you're talking about recruiters from industrial firms.

P

It's just that was the highest type of accounting, was the public

accountant.
P

I think that's true, but as I measure the attitudes here, and I
think Norton and Walt disagree with me, I think that increasingly you are

finding people on the faculty who are not biased completely in the direction
of public accounting.

There is a strong group of us that are really more

interested in the managerial aspects of accounting.

Now I also think that

there is a common core of accounting that is necessary to both public
accounting and the practice of private accounting or industrial accounting,
whatever you would like to call it.

P

I think that's right, Mike, and I think our problem here is that
the problem materials and the textbooks available point more toward public

accounting.

The CPA exam provides a wealth of materials,—problem materials.

It is relatively easy to use these as the basis for putting materials together
to use as a class.

It is much more difficult to develop materials that are
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more peculiarly suited to industrial accounting and since it requires more
effort, that being what it is, it hasn’t been developed as well, at least
here it hasn’t been developed as well.

P

Well, actually the point that I really wanted to make, relates to

professional schools.

Now I can see where the 4 year basic course is followed

by an accountant, but for the man who is going to be a public accountant, I
think that is where the profession is biased.

P

Yes, but this is not, I sense that a professional school proposal
has not been and would not be supported by an industrial firm who recruits
accountants.

This is a school aimed principally at preparing people to

enter public accounting.

This is the concept...

P

He doesn’t need any license, he doesn't need any...

P

The proposal comes from the Institute and GPA groups.

It doesn’t

come from General Motors and General Electric.
P

If this was developed properly I think that the industrial firms

would support it in the same sense that they do maintaining their own legal
departments, their own health departments.
to support.

M

This I think they would also come

I think they could be educated in this direction.

Maybe we're getting too much "I think" instead of "I know".

Maybe

we have beat that subject enough; maybe we could go on to the next one.
Before I do that, does anyone have any particular thing they want to get on
the record regarding education and training?

P

More knowledge, my personal opinion is that there is not sufficient

knowledge of the profession at the high school level, or if you want to get

lower, at the grade school level.

Now what can be done about that either

through the American Institute or through the universities, recommending
programs to high schools or a type of one semester course in high school to

acquaint them with this area.
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A couple

P

of little, part-way answers.

One, I think there should

be greater participation on the part of local CPA firns in the career
conferences.

If we just let someone speak for a whole career of business,

we're missing a good opportunity to get across the message of public
accounting.

And secondly, I think we should do a little better job of

educating the people who are teaching economics and business courses in high
school, so that those people have a better idea of what public accounting is.

We're having a devil of a job getting our message across to the general
public as to what we all do, but I think if we can at least pick out those

special sensitive areas, it would be well to try to work on them.
I think another particularly important area is the guidance

P

counselor.

this.

These are the people that we should be contacting in things like

The Society should make a vigorous, earnest effort to have a program

to get in touch with the guidance counselors and explain to them the scope

of our work, the fact that we would like to attract the students, and what
kind of students we would like to attract.

At least my experience with the

guidance counselors at the high school in Kankakee, I think of one of them

as being particularly competent and except for the association she has had
with me, she wouldn't have the vaguest idea of what a public accountant did.

She is the one who is guiding the youngsters into their field and she is very

cognizant of the fact that in going from her as a counselor she should be
going to the mathematics teachers.

This would be a primary approach and she

found this out quickly.
P

The only business courses that exist on the high school level are
those oriented toward the commercial students...

P

No, you forgot about the economics courses.
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These tend to gain a very low status among the high school students

P

themselves.

How about encouraging the development of something for the

academic student who would like to find out a little more about the business

area before he has to get into the college situation.

Here is the guy who

has got some ability, he probably has some extra electives, and...
P

You mean elementary accounting courses, or something like that?

P

Not necessarily, but the possibility of just a general introduction
to business course.

M

Walt, do you have something to say on that?

P

We need a good T.V. feature story, a cloak and dagger story which

involves a CPA rather than an attorney or a doctor.
We had George Burns' neighbor, you know.

P

He was the only CPA that

I ever knew.

Doesn’t that point up that the individual CPA’s in the community

P

have some responsibility for public relations.

The lawyers, the doctors

don’t do it so much, they don’t do it very much at all, as a matter of fact.

But the lawyers do take a very active part in public activities—public
affairs.

They are willing to take time off to participate in committees or

local government.

Very few accountants are willing to do it.

Now I saw in

the Chicago Tribune the day before yesterday I think it was, Leonard Spacek
is Chairman of the Community Chest Drive and he had his picture in there and
got quite a bit of publicity and all that.

True, now he has retired from

the firm and he has time to do it, but nevertheless I think we too often
shrug that off and say let somebody else do it.

We don’t have time to do it.

In this way we fail to build up the public image of the certified public

accountant as somebody that is somebody in the community.
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I think it is important that the CPA assume public positions, non

P

accounting or non-treasurership type of leadership positions, the presidency
rather than the treasurership, the chairmanship, public affairs position.

I just thought of something.

M

We ought to have more people in public

practice coming to teach at the university and more people in teaching to go

back into practice.

If we believe in this togetherness position, I believe

we are all one unified profession, unless we can get the communication on all

lines we are going to have divergency develop that may not be the best.

I

suspect that there are many people in the education area who are dissatisfied,
many professors are going highly into the mathematical area, statistical area

and are drawing an interest in operations research, Institute of Management
Sciences, even moving into the area of economics, losing to some degree their
contact with the profession.

On the other hand, people out in the practice,

knowing all the problems, knowing about public practice, can very well create

a desirable image of that practice to the college student and can in a sense
recruit.

Another aspect of it would be that they would have an influence on

the other professors and this in turn would cause them to have, just because

of their interest in the area, a greater tendency to attract people to the
profession.
On this same point I think we have a real problem at the high school

P

level, a built in problem.
guidance counselor.

Areas on the point of talking to the vocational

These people didn’t exist when I was in high school.

Now every high school of any size has got either one or a whole office of

them.

But where the problem exists is that most high schools of any size

have accounting in their curriculum, but the course is taken by people who

have no intention of going on to college and when I entered high school my
father insisted that I was going to take business and accounting and we had
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a battle with the high school because nobody had ever entered the high school

previously, going on to college and not taken Latin in the first two years.

We worked out a program where I would omit Latin and take business and
accounting and then take Spanish, but this couldn't be done because it had

never been done before, I don't think there was anybody else in my accounting
courses that went on to college.

So, therefore, trying to talk to high school

students, even the math majors and math teachers and tell then that accounting
is a professional field.
When they see the caliber of people in their own high school taking

P

bookkeeping and accounting courses, they are the real problem, communication,

selling job.

It's not easy to overcome.

This is absolutely true.

P

The career-day features that I have

appeared on, in some very good high schools, almost invariably talk to the

students who were not going on to college.

This is probably my fault for

not getting to the guidance counselor earlier.

But if you get all fired up,

you are received with blank stares when you start talking about something.

Norton, there is another area that I don't think we should overlook

P

in recruiting and, if Jennings is right that it starts way down in grade
school or even before that, we ought to tell our kids what we do, inform our

kids what our profession is, then they will talk about it at school for us as

soon as they are able to understand it.
Of course it is real hard to explain it to a grade schooler because

P

you're talking about concepts that are over their head.

You talk about the

language of business, communication of economic data and you have just lost

them before you have ever found them.

P

Ies, but you have to take them to the office and show them the
office.
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P

George is right.

I have a friend who practices in Harvey.

came hone one day and said, "My teacher said I ought to become a CPA.

His son
What

is a CPA, Dad?"

P

This is really part of a bigger problem in that aspect.

I took a

survey through our Sunday school class that I am teaching, a 7th grade class,

and more than a third of them had no idea what their parents did.

Some of

them said, well, I think my Dad works at the University, but I’m not real sure.

Public Interest and Social Obligation

Bob Coker
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I'd like to get Bob Coker to talk a little bit about public relations

M

Is there anythingmore anybody wants to put on the record?

before we break.
O.K.

M

We need a little bit of a break in between, I presume.

Bob,

do you want to outline to us some of the problems in this area of public
responsibilities ?
I guess so.

p

I have a few notes here.

been talking about this all day.

Actually I think we have

Every subject comes back to public relations

and how we communicate.

The Eastern Chapter is involved in public interest

and social obligations.

Carey says that his part of the definition of a

profession that it has a social obligation and it's where he is endowed with
a public interest.

In reference to a point that was made that we should seek

to be the present of organizations rather than the treasurer, the point is

made here that the opportunity to make constructive social contributions

depends not only on ability but on recognition.
ment.

Recognition follows achieve

You don't achieve until you have recognition and ability, so according

to the dilemma of the man that can't get a job until he has experience and
he can't get experience until he gets a job.

Then the other point, progress

toward a position of leadership is slow.

The CPA. profession is a young

profession and relatively few in number.

There are 90,000 CPAs in the

country, compared to I don't know how many lawyers and doctors.
population of 180 million, 90,000 people don't show up very much.

not apt to have a neighbor who is a CPA and so forth.

But in a

You are

He makes a point that

we probably can't wait for the normal evolutionary process and also the
normal process can be accelerated by conscientious planning and organized

effort.

In some surveys that have been made it has been concluded that the

CPA's relative status today is immeasurably better than it was fifty years
ago and quite a bit better than it was twenty-five years ago, but it is still

126

not as good as it must be to permit full and rapid progress in the next ten
The surveys indicate that the general public has little or

to twenty years.

no opinion about CPAs.

This by itself may not be too important in that it may

be concerned about various segments of the general public rather than the

general public as a whole.

These segments are several, some of them would

be business management, bankers, investors, financial analysts, government

agents.

Generally the survey has indicated that among corporate officers of

high levels in large corporations, their attitudes are generally favorable
They were, however, disappointed at the lack of initiative

toward CPAs.

displayed by CPAs.

Bankers thought CPAs lack self confidence and they ignored

civic and political responsibilities, they were too technical.

Small business

executives thought about the same and there were others listed.
A section here, what’s wrong with our public relations, had a point

made that public opinion is most affected by what CPAs reveal themselves to

be.

Here, the part about the movie, or the T.V. serial, a point was made

that this would have little lasting affect on the public image of the CPAs,
if that image wasn’t backed up by what CPAs are actually doing.

This gets

down to what individual CPAs in the community reveal themselves to be.

are successful, responsible people, or they are trying to be.
people think.

They

This is what

An opinion can not be purchased, it must be earned, we should

try to emphasise that point.

Other problems, I mentioned the CPA profession

is young and the point was made that there is a tremendous time lag in the

information of the public attitudes toward anything.

Twenty years ago a

person formed the opinion that CPAs were clerks and bookkeepers, the chances
are he still has that opinion.

we are now.

And 20 years ago perhaps we were, more than

The other thing is that the CPAs don’t deal with the general

public normally.

They primarily deal with business organizations or
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institutions, so we are dealing with a relatively small part of the total

population.

Another difficulty is that the language of account is difficult

to understand.
are not high.

The educational requirements that we have been talking about

The public generally pictures a profession with high educa

tional requirements.

The fact that there are 90,000 CPAs in a population of

130 million makes it almost invisible to the general public.

There is a

confusion in the eyes of the public about accountants—that there are many
different types of accountants—there are corporate accountants, public

accountants, non-licensed bookkeepers and so forth.

Another difficulty is that we are too busy to do things that would

enhance our status in the eyes of the public.

About this point is the

discussion we had on the accounting systems of the CPA firms, how elaborate
they can be, the elaborate controls over time and that time is looked upon

with suspicion, therefore people in the practice are taking on outside jobs
with some degree of skepticism.

The legal liability problem restrains CPAs

in some cases from expressing a positive opinion on anything, accounting or
non accounting.

In spite of all this, the profession is on the verge of a

breakthrough on public opinion.

The younger people who are getting into the

profession will help us get into the public eye, like the Yale Express case.

A section here on images and the point was made that it is dangerous
to assume that our image can be manipulated to our own advantage.
not possible to display an image other than what we really are.

displayed but we don’t get away with it.

That it is

It can be

Here, "What Can We Do About These

Problems" talks about more communications, more speeches by CPAs, testimony
before legislatures and so forth, CPA organisations and then CPA organisation

committees dealing with related people.

For instance, the Governmental

Accounting Committee of the Illinois Society, deals with the Municipal
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Advisory Board or the Municipal Finance Officers Association and so forth.

The book says that we should use rifle shot targets rather than the shot gun
approach so that we can pick our groups that we want to reach, and then
concentrate on them.

lawyers, so forth.

For instance, the guidance counselor, the bankers,

We should speak out more on public policy which we have

talked about before, the tax, the aspects so forth can be more closely with

the profession.

We could help our public relations if we help in the economic

education of the public in a free enterprise system.

The importance of

measuring profit and. making the wheels go round and so forth.

In the school

area, one of the rifle shot targets should be university professors and
deans.
P

Amen.

M

Are you going to shoot at us or ...

P

I think a rifle instead of a shot gun.

They talk about the non

CPA, the public bookkeeper and so forth and the point was made that we would
be much better off to help this group of people and to make use of their work

rather than to be fighting with them all the time.

The illustration was

made here earlier of the medical profession's attitude toward the pharmacist
or medical technicians.

A discussion of the part of the Federal Government

and other forms of government, the fact that they feel we should be more and
more in economic affairs, we should assist government officials and agencies
as much as we can.

Another function could be as watchdog, taxpayers watchdog

to speak out on the inefficiency of government waste and so forth.

We should become more intimate with top management and corporations.
The point was made that in larger corporations the relationship would be

between the accountants office and the controller or financial vice president.

The outside accounting firm has little if any contact with the present of the
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organization.

Reference to the press, and the fact that we have to learn to

live with them, you have to expect unfavorable articles from them if you’re

going to be in the public eye, not everything that’s said about you is going
to be favorable.

But they thought it was better to speak out regardless.

We’re judged by the quality of our performance.
before we can have favorable public relations.

We have to have high standards

From the discussion on

professional organizations—what can they do to help in this area?

They can

help members to understand public attitudes and utilize the available channels

of communications.

They can also help by seeing to it that information of

interest to various segments of the public reaches them in intelligible form.
From the discussion on the management of professional organizations,
a lot of time is wasted by members active in the professional organizations

on routine affairs that should be delegated to executive secretaries and so

forth.

A board meeting of the Illinois Society spent half a day deciding

whether so and so should be criticized for this or what the dues should be

or what this should be sold for, but they should be setting policy and dealing
with this public relations problem.

Talking about transmission of information

accountants as a group should be decentralized.

The American Institute should

deal with the Federal Government and national organizations, while the state
society should deal with the local media.

Here I wonder if breaking it up

further, into chapters of the Illinois Society, wouldn’t do a better job of

dealing with the local press.

Possibly even the chapters are large enough

to have a paid person on the staff to handle public relations and other

problems.

Now I think the chapters handle primarily committee work.

The

conclusion where the only limiting factors of the stature of the accounting

professional to be fabricated by the profession itself, public interest is

wide open.

No massive public relations campaign will change the fundamental
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attitudes of the American public toward the accounting profession.

It would

be a waste of time and of money.

The responsibilities of the accounting societies is to guide their
members in attesting to change to give evidence of their concern for the

public interest and to carry out the process of effective communications.

Then the point was made that at the present time CPAs generally have a clean
slate—nobody is strongly against us.

We aren’t known as cheaters in the tax

field, for instance and are looked upon favorably in the attest function so

that we are in a relatively good position from that point, in that we don't
have anything to overcome in our background.

That’s about all I have.

I

meant to mention, there is a question here someplace—well, this thing about

selling time.

This is somethingthat is interesting to me.

I am a firm

believer that selling time is a necessary ingredient of a public accounting
practice and yet everything that we hear and talk about is that chargeable

time.

How can we get, how can we afford, to take time to do some of these

things that will enhance our public image.

P

Charging more per hour for the productive time.

Is that the answer

you wanted?
P

It is an answer, but it is like a lot of other things that are
going against the wind for a loaf of bread.

P

I’d like to make one observation about this charging by the hour.
Getting back to whether or not we are a profession.

If we bill our time out

like a plumber, then we are going to be treated like a plumber.
to be a profession, then we have got to charge like professions.

If we want
When a

doctor takes out an appendix, he doesn’t say it took only 15 minutes.
P

He told you how much it would be before he took it out.
what the office call will be.

You know
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P

No, not always.

profession, really.

As long as we charge out by the hour we are not a

I know it is a small natter that’s how we have to make

out our bill to charge our time, but when the word gets out to the clients
they feel that’s not a professional way to charge.

I wonder if, in effect, we are not actually charging for time any

P

way.

You have some concept of how much you are going to charge a client or

the maximum beyond which you cannot go in a particular engagement.
P

Yes, you have always got that.

P

But a doctor doesn’t set a fee for you before he examines you.

P

You know what the exam will cost, though, don’t you?

P

For the initial time, but beyond that once he quotes, gives you a
quotation on taking out the appendix or gall bladder.

P

He has got a price for each one and also generally a price to cure

the cold or anything else.
P

You said a basic fee structure.

P

I keep accounting records for doctors who say now that they charge
you for what you can afford.

They say, I don’t know what I’m going to charge

you, I don’t know until I find out more about you.

M

Are you suggesting then that maybe we should have the society fix

fees or something like that?
P

No, all I’m saying is that I hate to see the practice of public
accounting degenerate into a pure matter of selling time.

I mean, I don’t

think that we are, but as it gets more and more that way, when you start

talking about the amount charged at a time, we have got to think of it in a
little broader sense.

We have got 8 hours in a day and we’ll charge 6 hours

out here and we’ll have 2 hours that we are unable to charge.
that to public relations.

We’ll charge

It gets a little away from the professional
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attitude, is what I’m trying to get at.

We can’t give out the inpression

that we’re charging him for as much as anybody can stand, so you’ve got to

know that there is some basis of relationship with the work we do.

I think

everybody recognizes that we expect a premium on some jobs and some jobs we
do with discount.

But still if we go back to our charge of time per hour, I

don’t think is a professional way to change.

P

I agree with you that we should make more charges by the hour than
necessary, but I think that we should take a lesson from the doctors in

seeing that the public recognizes that we consider our time valuable.

1

think if you ask a doctor, what about serving on so and so committee, he
won’t be fast to say yes.

He’ll want to find out that his services are

really going to be appreciated, his services are really needed and that it is
going to be worthwhile for him to take that time away from his practice.

I

think some of us may have a tendency to say yes, thinking well we’ve got to
do a certain amount of civic work.

I think the public will put a greater

value on our time if we do a fair amount of inquiring before we say yes, so
that we can keep the public informed that our time is valuable.

The main

thing we are giving to the public is our services which do take time, then

the public will put a greater value on our services and on our time.
P

This suggests that if you have enough confidence and need for you

that you should have a stock answer whenever there is a request.

Like, ”I'll

check my calendar and call you back tomorrow, I’ll see whether I can free
up some time."
P

I don’t have a very high opinion of the doctors participation in

civic affairs.
P

Even if you know darn well that you can free up the time.

I like to think I can do a little bit better job myself.

I agree.

They don’t do much at all.

But I thought that even

though we get mad at their lack of contribution to the civic need, we do
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say, "boy they sure do value their time," and the public values their time.
In our case, the public may confuse us with the merchant who figures that it

is a light period at the store, he might just as well be here as standing
They don't take into account that things are never, we

around at the shop.

hope, quite that light with us but what we can make use of our time.

I am not sure that this is all in favor of the doctor.

P

I think

that there is a large segment of the public that feels that the doctors place
their interest in cold cash beyond anything else.

The treatment you get in

many doctors offices is "how many patients can they see in how short a period
of time?"

M

I am never certain how this idea of a desirable image of a
profession developed.

Certainly most people who have a very high image of

ministers and physicists and scientists, seem to have a high favorable image.

One thought that occurred to me would be, the way to create a high public

image would be to require, shall we say, a whole lot of education before you
can get into it.

That seems to be such a superficial thing in the sense that

unless there is something that we really do, but alternatively, maybe the

status of a profession depends upon their ability to perform a needed service

by the community.

If I can draw an analogy back to old times, the scribe was

a very important person because everybody needed something written down.

He

was a damned important person because you could come to him and he could give
you something that you couldn't get any other way.

Hight now consider the

public accountant, what service is he performing that is so badly needed by

society that they can't perform themselves that they will come to this CPA

and think that he is very important.

If this is the approach to the develop

ment of our public image, I don't know, it may suggest that we ought to get
more into this family planning business that Bud was talking about at lunch,
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or someway or another get everybody feeling that a CPA is a man that you go
to for some very desirable service that they can’t perform themselves.

submit it might give us some substance to this image.

I

Does anybody react to

this?

Offhand, I have trouble seeing the value of having a strong image

P

with the public at large.

In Peoria, an industrial town, I can't think of

much advantage of having to be known as a great guy by 10,000 workers in the

shop of Caterpillar.
Yes, there is because of the fact that they influence their

P
children.
P

They are the ones that become the future members of a profession.

It's what they think about you, but be careful what they think
about the CPA.

P

You think, then, that it will be valuable for future recruits.

don't think I would agree with that.

I

I think it would be pretty costly to

get into the family planning, or financial planning area.
P

Were you talking about financial planning for your clients?

P

Right.

P

It seems to me that you sort of do this almost automatically.
You're always talking with them and helping them in their financial plan.

P

I was thinking of it as something broader than that, where you

would be budgeting work for the factory man...
P

I wasn't thinking of that.

I was thinking of doing it for the

older person...
P

That wasn't my impression at all.

P

Well I was just trying to get the context of ...

M

No, I was thinking about the Hollywood movie star, hoping I could
get a client...

P

In this chapter that was mentioned as a tool to gain public acceptance.
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P

By doing financial planning for the public at large.

Not necessarily

the business man or the high income person but the guy making $5,000 a year
and see that he gets the $42.50 tax refund and so forth.

M

No, I would think contrary to that.

I think if we start serving

people at that low level then that's going to downgrade us.

We’ve got to

perform a high level service and I was thinking more of the personal problems.
I think Bud’s work here is quite high level.
P

I would agree with that, certainly.

M

Walt, you were trying to say something.

P

Well this gets into my subject on ethics.

Carey says that the

sense of strengthening society by the performance of a socially important

function through the exercise of special skills and discipline judgment is

the root of professional ethics.

In other words, we have to have some

important function as far as society is concerned before we reach the
professional status.
P

Well to me that function is the audit function, the tax practice,

the management services deal.

And that function possibly doesn’t reach a

wide segment of the public and it never will.
P

Well on some of our public services we know we are not going to

get paid for our time.

I think the Illinois Society and others, sometimes

during the income tax season have the information programs where they get the

CPAs up there to answer questions.

Well that’s about as far as we can go

from the public services approach to the individual.

We can’t spend too

much time with a lot of little individual items when you can’t possibly

charge for them.
P

I agree.
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He says that to have this professional attitude, we have to under

p

stand, or the practitioner has to understand his relationship, or the relation

ship of his work to the social and economic problems of his time,

I think, to say a word about that Walt, I think so far as our image

P

as a profession to the public is concerned, I think it can be expected that

if we can present an image of confidence, general confidence, the public
assumes that we are competent in our specialized field.

So 1 don't say that

perhaps we perform some public services such as suggesting to the public that

we know something about taxation by sitting on a program and answering a few

questions or something of that kind, but generally I don't think this is the
place in which we'll reach the most people or expose ourselves to these

people,
Do I understand you to say that the status of the profession depends

M

more upon the people who are in it, then the function that they perform?
Well I think that so far as the relation of the public is concerned

P

in general,

I think this is true.

P

bit.

I’d just like to follow that along a little

We have to my mind, an excellent negative example in Indiana these

days on how to go about public relations.

We got all steamed up over there

about the need to spend some money as a state society on public relations.

We carefully screened three PR firms and proceeded to retain one.

They're

still on a retainer, probably this was one of our mistakes, this coming out

on a retainer basis.
are pretty negligible.

And the results so far, I think you would agree George,

Which brings me right back to the fact that it seems

to me that public relations for the profession is an almost individual firm,

an individual practitioner matter.
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I think that’s right.

P

Then the problem becomes how do you transmit

this information of what the individual firms and practitioners are doing.
So it doesn’t do us any good as a profession to perform some vital community
task if no one knows about it.

Well, that’s correct.

P

I think we’ve found that it is almost up to

us as a firm to hand carry the story to the business editor of the three

newspapers and then say, “Hey, Joe, here's what we’ve been doing.
of any interest to you?”

Is this

We have very sad response to any news releases, for

instance, coming out from the Institute, which is so and so doing this and
that and the other.
Our public relations has been enhanced since I hired the wife of a

P

publisher as a secretary.
Or he has a newspaper as a

You got a rifle shot target there.

P

client.
P

I’d like to ask this question, why was it expressed that it would
be important to have all this knowledge or the image shot down to the 10,000
people who work in the shop at Caterpillar?

press the image that far?
profession?

Why was it felt that we have to

I mean are we that short of people in the

The first question, can’t we recruit enough from the so called

areas we look at to relations we have with business people, bankers, etc.?
P

Personality ...

P

Yes, or having people know about us.

Sometimes you’re better off,

the less they know about you, the better you are.
P

Well, I hope that wouldn’t be true.

P

No.

P

The more people that know about us, the more recruits, the more
people that would be interested in us, the more people that would want to
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enter the profession.

What price do you pay ...

The question is, how far you go in inpressing this, whether it be

P

to employees in a firm or to people in the community as a whole.

If you have

to take excessive effort of impressing that fact, this is an indication of
something.

I think there is probably an optimal point.

If you are doing

your job adequately in the firm, for example, if you are going to Caterpillar

and you are doing your audit adequately, the chances are that a good proportion
of the people in the firm are going to know that you’re there and you are the

CPA. or you are a junior assistant working for a CPA and are doing the audit.

Perhaps this is as far as you want to go in impressing them.

Ibu don’t hang

out a sign saying, "rah, rah, I’m a CPA doing a great job."
Well, this is why I opened it up from this standpoint.

P

Sometimes

you can impress too much for it.
Oh, certainly.

P

man makes much sense.

I’m not sure this idea of hiring a public relations

This could backfire very easily.

It proved a complete flop for the American Institute to do it.

P

They spent considerable money...

P

The Illinois Society has one now...

P

That’s what I was trying to think...

P

They have had it for several years but I think mostly for special
projects.

The Illinois Society had Scott Jones on retainer and they’ve taken

P

him off retainer.

He is now on a fee basis for special, I guess it is to

publicize committee meetings.

relations and like that.

He handles their annual meeting and public

I don’t think he is any longer retained to develop

a public relations program for us like he was there for a while, trying to

copy.
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What kind of work does he do in connection with the annual

P

convention?

P

Newspaper releases.

P

See, the annual meeting awards a public service award.

That's one

of the things he handles.
What do you think about entering politics as a vehicle for getting

P

better known by the public?

Well, in England where the chartered accountant does have a higher

M

status than we have, they are very much in politics.

members of the Parliament.

A number of them are

1 think that is very effective on their general

influence.
P

I think, don't we have just one CPA in congress?

M

As far as I know just one, from Los Angeles?

P

On the West Coast.

P

There is one in Springfield too.

He is not a CPA, but he has been

in public accounting practice.

P

Jim Lukas, he is not a CPA but a public accountant in Chicago.

P

I think it is a tragedy that more don't participate.

P

Well, we had a CPA as Commissioner of Internal Revenue, two of them.

One of them is now Budget Director, one of them is Controller General.
But those are all positions and draw on the CPA as a specialist in

P
the field.

P

Ies, that's true.

P

A CPA runs for Mayor of New York, Abe Beame is a CPA.

P

So is the Mayor of Los Angeles.

I think that the profession's

ethics have restrained or encouraged people to keep out of the public eye.
I think whether this has been true in the past, this is an attitude that has
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The attorney gets into these things and the accountant tries to

developed.

do everything he can to keep from getting into them.
P

Well, that's part of our problem of being independent though.

You

get a man on the City Council, well there goes the City Audit; you get a man
on the School Board, well there goes the School Board Audit; you get a man
on the Accounting Board of Supervisors, there goes cost accounting—you're

participating yourself out of business.
P

Well, in Congress, let's say you're a Congressman, if you're going

to represent the people of your group isn't there a conflict with ethics of
possibly being exposed to the conflict of ethics of being on the political

scene vs. the accounting profession as we know it today?

P

I don't think there is any conflict of ethics at all.

Your

political...

P

There could be, but there doesn't have to be.

P

Right.

M

Well, I don't know, if I'm incorrectly informed, in general CPAs
come from a lower socio-economic level than doctors and lawyers.

The only

other people who have professional status who come from an equally low

socio-economic level would be professors and ministers and those.

This

suggests that our problem of getting status is more difficult than that

attached to doctors and lawyers who are already in there.
going to have to upgrade the area from which we attract.

In effect, we are

That can be done

and if in fact, teachers and ministers who do prevail, to provide a public

service have used that as a vehicle for getting a favorable reaction to them.
Then presumably we ought to follow along that trend that has been tried there
and endeavor to perform more in the area of public service.

be one way in which we could do it.
by getting there though.

Politics would

I hate to take all of our business away
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P

I am not sure this is anything more than a condition of the tines
right now where the medical schools and the legal schools are concerned.

You

tend to go into the profession that your parents have or the business that
your father was in.

Since the legal profession and the medical profession

have both been fairly lucrative in the past and the children have the tendency

to follow they are also able to support their kids through school.

M

CPAs are pretty wealthy now, I am told.

P

Will this change your position?

P

Well the doctor I think is highest but the law profession I don’t

think would average what the CPA makes.

P

Have there been any recent statistics?

P

CRS published their statistics for 1963 just a week or two ago, but

the thing that distorts that, I think, is that they listed accountants and

bookkeepers together which made it pretty low.

But what figures I am seeing,

maybe it is not felt they are average income or medium income I believe is not
any lower than the lawyers or not much lower than the doctors.

than the lawyers.

M

It is higher

A lot of lawyers are started at a premium.

Yes, that’s my impression very much, but the people who are now

members of the profession did come from a lower level, their fathers and
mothers in effect would have a lower income than the fathers and mothers of
the lawyers and doctors if I am correctly informed.

We are now in a position

to move our profession up if this economic problem is in the way of the

origin of it.

P

This may solve the public relations problem.

Too many of the

accountants’ children say, I don’t want to work as hard as dad does.
P

I think that’s true.

P

It’s no worse than doctors do.
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Well, I think a lot of the children of the doctors are adversely

impressed.
P

But lately, you can’t get a doctor to make a house call at might.

P

Ehren the obstetricians even have it planned.

P

The doctors always have sonebody on call.
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I was going to say that I felt rather badly that I wasn't on that

P

consultation list, but actually I have had more cause than any of you.
When you people that have said that they have contact other firms

P

for advice, do you pay them?

I never have followed the practice, never felt that it was desirable

P

to follow the practice of charging anything, or certainly I have always
offered when I go up to pay and usually I find that it is mostly a question

of can you pass it on to the client.

If you can, certainly, but usually if

it is pretty much of within the profession type deal you don't seem to be
able to pay for going up and I certainly never intend charging in the other
direction.
P

I think it is the degree of consultation.

If it is a telephone

call, something that takes a small amount of time, you don't generally get
charged for it, but if it gets to being more extensive than that, something

that requires some research or some time in the consultation that I do pay

for it and expect to pay for it.
P

...usually charge this to the client?

P

Oh yes.

P

We pay for it going upstream and it has been very reasonable and

has been passed on to the client.
P

That has been our experience.

We start out by saying, now look,

we want this on a business basis...

P

Turn on the clock...

P

Yes, and they do.

P

That's right.

They have been fair, reasonable and I think this is

a compliment to the big firms that they do do this and do this very competently

and for what we consider to be a very reasonable fee.

They should be given
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credit for this and at the same time I think it may be possible, particularly

in the future for more of us to do this more.
P

It may be of interest to you to know that the big firms do it with

each other too, particularly on matters of policy or some unusual situation.

They’ll call a partner of one of the firms and talk to them about it.

This

happens regularly I know in New Toxic between the heads of the various firms,

particularly on policy matters.
P

I’d like to hear a little more discussion about this association
of CPA firms.

I know that

There are a number of groups around the country.

GEORGE

.

Is this working out

successfully, is it...

P

We think that it is in the American group which presently comprises

about 11 firms spread from California to Maine and Florida to Texas.

This

has been in existence on a fairly formal basis for about 3 years now.

It

was formed really for two essential reasons, maybe 3, maybe the first one

was that maybe it is easier for you gentlemen to get together and talk over
things with firms of your size, than it is for our size.

There just aren’t

too many of us left unmerged at this point so it was formed for the exchange

of information on administrative and other matters, it was formed to cover
geographical practice problems which we have quite a lot of.

If we have a

client on the East Coast or the West Coast, we have a completely compatible

firm that can take over a part of the work or all of it if we wish them to
and the 3rd particular reason was to really supplement our own in the House
Training Programs without duplicating any of the Institute’s Programs .

I

think it has succeeded because of some of our partners putting a great deal

of time into it plus the hiring of a full-time professional director who is
both a CPA and a college professor, has been in the past.

We feel that it
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has been worth the time and the money.

There are presently, I expect, about

100 partners represented in these firms and about 900 staff.

great help, we feel, in contacting specialized knowledge.

This is also a

This group within

itself has put out quite a list of specialized knowledge situations.

So if

all of a sudden in the middle of Indiana we get a cod fisherman we know where
to go, but we don't normally get that.

On the smaller group, ours has been in business about two years and

P

we have had during that two years I suppose at least 15 meetings, maybe a few

more than that.

We started back of that with 3 CPA, now we have 6 CPA firms,

if we limit it to the practitioner or the senior partner. . .interestingly
enough we have one of. . .partners coming up in our next meeting which is next

week to tell us something about the ... group, that is the agenda for that
evening.

But it started out I suppose as a recruiting type thing and what we

did was hire ourselves a psychologist to teach us for 6 lessons and these

lasted all evening from 10:00 to 1:00 in the morning.

And he thought at first

that we were, because he was pretty good, he prepared for it, he thought we
were sort of foolish to pay this amount of money, but we wanted to monopolize

his time actually and we were all fairly vocal, and if you got to many in it,
you couldn't have gotten as much out of it we felt.
successful.

And we found this real

He found it real unusual and enjoyed it too, I think, aside from

the fee he got out of it.

The general operation was, well we had been to all

of our individual firms and pretty well tore apart each firm I suppose at the

time of visiting it and then beyond that, we generally now meet in

Indianapolis, perhaps at a motel.

Often take our family along, for golf in

the afternoon and dinner and then a session that is on a very formal agenda
and the next Saturday, usually Fridays have been the best and then Saturday

morning we continue it with another session.

146

Always have something on the agenda that is current, something that

we want to try to cover sometimes it is a rather fleeting thing, but most of

the time it is something on administrative practice.

We had a real good

session recently on partnerships, for instance, just tearing them apart, CPA

partnerships, things that ought to go into it and what to do about it and

what to have in the partnership agreement.

Out of the recruiting personnel

I think we have gained a lot of ideas and actual possibilities we use a, for
instance, I don’t know how many of you do this, we do use a psychologist,

the same one who gave us the talk.

Instruction we use him to give us an

analysis, psychological analysis of any employee that we have screened down
to the point that we think we might hire him.

We use it for such things as

preparation of bulletins and tax bulletins for clients or something like this
to get a, thinking of several people, we use it for, for instance oil-gas,

they have oil gas clients that call me and vice versa, so there is a little
inter-referral type thing.

There is, I don’t know we haven’t run out of...

I think an interest part of this too, these people are all pretty busy and
pressure as I am sure all of you are, there has not been one single instance

in this over two year period of 15-17 or so meetings of an absence.

They

have all enjoyed them thoroughly and we haven’t run out of subjects by any
means.
P

Sounds like it is very successful.

P

I think so, yes

M

How was this formed, George, did you just get together in a meeting

sometime by chance, or was it systematically analyzed so that you have got

the people that are geographically together on it?

P

We usually do, at meetings, get together perhaps a little by

chance, but nearly all of them are formal and planned and arranged a month
or more in advance.
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M

No, I mean the initial time when yourfirmsfirst...

P

When we first got together?

M

Yes.

P

Well three of us worked, as I said, we had a loose arrangement for
a long time and this is still fairly loose.

I suspect your group must have.

There is no formal agreement as

We finance things on an expense billed

basis of course and I think it could grow into more formal.
whether it should or shouldn't really.

I don't know

I think we're really happy with the

way it is going now and if it never grows any more it still will have
accomplished a good purpose and if it grows more, it may accomplish more.

P

Does the TAG Group have requirements for membership or ...

P

Yes, they have a screening Committee for new firms.

We have tried

it just because we thought there would be more of a community interest and
we have tried to pretty well limit it to certain localities so that there
wasn't too much overlapping among firms.

We have also tried to set some

sort of a numerical pattern so that most of the firms could be relatively

the same size.
P

I might say that there is just enough knowledge around the Indiana
Association of CPAs, of this six CPA firms, that there are several firms very
insistent that they would like to get in the meetings.

join the group.

They would like to

So far we have pretty much resisted this kind of thing and

the group was a fairly selective group in the beginning.

They are all very

successful practices and have all been very active in association work.

I

don't know to what extent you might want to pick up someone and try to help
them along but in any event it could get too large.

It could get out of hand

for the way we are operating, but it is a selective thing.

has to some other viewpoints.

It apparently
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George, are your members about the same size so far as the size of

P

the firm?
They range in size from one firm that has sole practitioner and I

P

believe about six people on the staff to one that has about eighteen or

nineteen; that’s the range,

P

You have kept it within a group that would generally be compatible?

P

Yes, and they are all from smaller communities,
this needs to be true, but it is true.

I don’t know if

The laziest community is one of

about 50,000 people,

M

This tendency to bring your families in, has that contributed to ...

P

It makes it easier to get away,

I think it helps the situation.

Families become friends and the wives meet one another.

Sometimes they

compare things about us that aren’t always to our advantage, but generally

it’s OK,

P

At least they find out that their husbands aren’t the only ones,,,

P

Yes, that’s right,

P

Norton, I wonder if there is any particular comment on the part of

your university people on my thought, which certainly isn’t original, that

CPA firms need some sub-professional technicians,
That would be on an individual basis,

M
much,

I believe it very, very

I think unless we do that we are going to always be tied in with every

person who has ever picked up a pencil to make a debit or a credit, that’s
going to be part of the general image of the profession,

I think educationally

different schools would then tend, some of them would prepare the technician,
others would prepare, should we say the general practitioner and educationally

we might want to differentiate very much between the two types of schools.
Right now there are some people from Illinois who go out and do not become
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anything more than technicians.

that's what happens.

We hope that we don't have any of those, but

I haven't thought much about it so I can't say more

than this, but maybe Mi
ke or ...
This could be tied in nicely with this movement toward the junior

P

college programs.

It seems to be a nice proving ground or nice training

ground for these technicians.
Of course there could be some movement in between the ranks.

P

I say

this but I think to myself right now that one of our partners presently
started out running the photostat machine.

Another of our senior CPAs started

out running the photostat machine so...
M

I know, but that I suspect would be an exceptional case...

P

But still if a profession took enough interest in the development
of the junior college programs this would supply a nice way to look at some
of these people and encourage those people that do show the potential to go

on and if he would like or prefer, to switch ranks or attempt to move up in

the ranks.

Possibly even at the expense of the firm with some means of

giving him a subsidy.

Are you thinking of the permanent photostat operator or the permanent

P

junior accountant, George, or ...

I am thinking of the permanent send-senior accountant, let's say,

P

the fellow that can go that far and that's just about as far as he is able
to go.
P

That would require less education than to become a partner.

P

George, you indicated to Art last night that you found that many

schools, particularly in the South were not educating their young people to
the extent that you were.

In many instances you would find some graduates

of some of the other colleges that would probably never pass the examination

so they couldn't be considered as technicians.
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P

This is by sheer chance now, I think what George is talking about...

P

Should be formalized.

P

. . .more formalized.

P

I would concur with what Norton’s views are.

The trend in the

country is toward anybody who can afford it getting more education than high

school.

A great mass of these people might have some aptitude to reach a

semi-senior level just wouldn’t have an aptitude to be a CPA and yet it may

be that this particular area of the economy maybe an area in which they can
be most effective and their education would be taken care of at a junior

college level probably.

If there were an opportunity for them to get into a

position where they could feel they were accomplishing something that was
consistent with their abilities they might well do so, but this just isn't

open to them at the present time.

The sane, of course, we in education, I

think we have a lot of the same problems.

I am sure that I am typed as a

specialist teaching certain areas and we send fellows out, our graduates go

to a small school where there may only be four teaching accounting and that
fellow has to be much more of a generalist.

Many of the things which you are

talking about within the firms we find in education.

I think this going down

to the junior college level, or going to the junior college level this

technician idea seems to me has a lot of merit for consideration.
want to train or to educate a fellow to be a semi-senior.

objective.

We don’t

This isn’t our

We hope that the fellows that graduate from our accounting

program will someday be partners.

This is what we would like to aim for.

And right now the fellow that gets out of our program with little better than

a "C" average most of us would predict that he won’t reach that level.
he might, but predictably he would not.

Now

Our better students predictably would
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I suppose I take this sort of personally because for a long time

P

in our firm I think we almost told everyone who came in "Now look, here are
the possibilities of becoming a partner if you just do such and such a point.”

I think, Art, we have perhaps deluded some boys in this respect and we are
trying to backtrack now and say "Well, here the opportunities are, but this
thing is growing pretty fast and you may or may not fit this slot.

pretty much up to you.”

It is

And I think we used to hold an umbrella over them

and anybody who came in say well you are obviously a potential partner.

This

doesn’t seem to be the case because we are out trying to hire semi-seniors
and we are lucky to get semi-juniors.
I think this maybe a problem that has partly risen with the growth

P

of your firm.

It seems to me that the smaller your firm is, the more you

have to look for the potential partner.

If your firm grows in size you can

employ people that you are not so sure are going to be a partner.

P

Probably a side problem.

P

It might have to do with the size of client too.

Because if your

clientele is large where you have a lot of detail work on orders then you

might need some audit technicians more than if your clients are real small
and detail is much less.

Well it seems to me that it isn’t much of a difference between the

P

large and small firms.

If you have thirty partners and one hundred fifty

staff men and I have one and I have five staff men, the relationship remains

I mean I need a couple of technicians and not everyone...

the same.
P

How about the firm that has three partners and three CPA staff men?
That’s the way we wanted to build our practice, we are that way now.

We have

built it like a law practice, each individual being competent to handle
clients so that theoretically in a few years we could have six partners and

no staff...
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But you’re going to need some staff aren’t you, you’re going to

P

need some technicians...

P

If we grow, yes, sure.

P

Do we need technicians, or do we need more potential partners?

P

I think you need more of both if you’re going to grow, is what it
amounts to, but there is a relationship that you can’t expect to have the
six men in your firm all to be partners.

Who is going to do the clerical

work?
P

Law firms have it all the time.

P

Well, maybe you won’t do any clerical work.

P

Well, maybe you won’t.

P

Well, what he is talking about is in the professional practice that

the other guy sells staff time by the hour if you have got eight hours in
ventory everyday to peddle and if you pay the guy five and sell it for ten

you make a profit.
P

It is hard to sell these $15 fellows on an $8 an hour job.

P

You just don’t do the accounting for them.

P

This is I think where the difference lies, the difference in

clientele.

What types of jobs you accept and what types of jobs you seek.
I think we get in trouble comparing our profession to the medical

P

profession and to the law profession.

All kinds of different problems are

present.
P

Another advantage that we have found on that association is that
we have free information about what each others financial income statement

looks like at the end of six months.

And this is quite a challenge.

You

have increased your net 10% and you feel pretty good and you get the other

guy’s income statement, this makes you ahead of what he was, and you find he
has gone up 15%.
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M

I think one of our problems George, is going to be delineating
exactly what are the two stages distinguishing between the technicians and socalled partners because of this variety of activity that some partners do.

Some of them do do quite a bit of clerical work, we might say, and we have
no clear concept in the profession of exactly what a partner is, other than

the fact that he assumes financial responsibilities for making a firm go.

But I think the university generally would be very receptive.

There is a

great deal of pressure on us, of course, to perform our educational function

and if we could do so I think we would be able to look better on campuses.
We would at the same time be able to give you men who would very definitely

have the type of training that would suit them for the partnership.

Alterna

tively, if we wanted to accept as our objective of training, the man who is
a very highly efficient technician, we could do a better job of that and not

have to bother with this other area of all the inter-relationships among the
business operations and all the business functions.

We could do it.

The

junior college idea might be exactly the one we could land on here if the
profession were to distinguish exactly what the technician is to perform and

what the other group is to perform.

P

Well we hired our first junior college graduate in the history of

the firm I guess, but we still haven't given up the concept that he is to go
on and finish his four year program at night or whenever he can, so we haven’t

subscribed to this program but I wonder if perhaps we shouldn’t.
M

My thought would be that this isn’t educational that there should

always be the opportunity for the man sometime to make the break over.

If

he wants to go on to get his other education.

P

You can go at it from the other view though, so to speak, which I

think maybe the way we have.

When you hire the person you feel that you’re
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trying to get someone with partnership possibilities, but he then may become

a dead-end senior.

Some firms follow the policy of trying to move him on out

someplace, get rid of him.

But you need not, maybe the dead-end senior is the

one that you ought to use for that kind of thing and they can be real valuable,

The problem sometimes is selling them that this

you can charge their time.

is as far as they’re going.

But I think that can be done too.

P

I know firms that do that, they have some very effective staff too.

P

I don’t think you would have the problem say of holding the man down
if he were say a technician and didn’t have the educational qualifications

for the CPA certificate.

He must realize that he is not going to be a partner,

that he is not going to be, before you hire him.

going to be partners.

worth a damn.

We hire people we think are

Then he passes his CPA exam and he still may not be

Lots of times he will stay because he can’t find a better job

anyplace else and especially if he stays long enough and you get him up to a

high enough pay scale, then it is harder for him to find a better job.

Now

if you weed him out the first year or the second year, they can find a job

really better than the one he has got, but if you keep him about 5 years and

you raise him and they’re making $7500-8000 a year and they can’t match it
anyplace else so they won’t leave and they’re still not happy-—but they won’t

leave.

Then, I understand, I don’t know if these are the facts or not, but

I understand the bigger firms, the so-called big eight do have as a hard and
fast policy on the dead-end seniors, that if a man is not at a certain stage
by a certain age or after how many years he has been with them, they usually
place him with one of their clients but they will move him out.

It is hard

to move a guy out after you have had him about 7-8-10 years.
P

Does that make a good employee, that fellow that has been there
ten years and is not happy with his work?
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P

He is not happy.

If he knows that he is at his maximum and so forth

and he is happy and contented, he is a good employee, we have got a couple
that are.
P

You may find this solving itself as more and more states adopt the

minimum requirements for the CPA certificate and you will have a lot of people

who will not be able to go beyond junior college or who will take most of
their accounting work by correspondence school and when they come in, they
will know that they will never be a partner because they will never be able

to take the CPA examination.

Therefore they will be content to become a first

class senior, if you have need for that type of person.
One of the best arguments I have heard for...

P

Bight.

P

But do you think it is important to the public to make this

distinction among the members of your staff?
P

The public won’t make that distinction .

P

I don’t see why that is important.

The public is looking to the

firm and it is up to the firm to control the man’s performance, supervise it
and so forth.

P

You have still got to assign him to what he can do.
assign him above his capabilities.

You can’t

If he is that type of an employee, why

that’s how you have to assign his work.

M

Well, let’s take another topic.

I know we could go on this one

all day... Well, I guess that brings us up to you George, what kind of
research...

Research—-What Type and How?
Bud Kelsey
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I have kind of a real tough subject to discuss.

P

It is not because

the subject's so tough but because we have Carman Blough with us.

Since I

have been assigned this topic and since there are three other people following
me, my comments are going to be very brief and I hope your discussion is very

brief so the three following will have an opportunity too.
P

Don't worry so much about the three following.

P

In the book there are sone basic premises.

One of them is that all

knowledge comes from research and that the whole world is research minded and

that a vastly expanded research effort is essential if the progress of the

profession is to be continued.
range research.

Fundamental research designed to provide the profession's

intellectual foundation.
techniques.

Then there are four main categories of long-

The second one is research on the profession's

The third, research on the profession itself; personnel, motiva

tion, goals, opportunities, etc.

Fourth, research and related disciplines

which might reveal desirable innovation in accounting.
The next section of the book has to do with who should do research.

The AICPA is the profession's organisation.

The book it states that the AICPA

has done more than most similar type organizations.

A separate research

affiliate is mentioned; the university is mentioned; larger firms are
mentioned.

Smaller firms can do some research of this type by case studies

or writing books.

I think another one was mentioned this morning that isn't

covered in this book and that is the association of small firms.

I know

your group does research, doesn't it?

P

Ies.

P

And the last source is Ph.D. candidates.

Research takes along time

and is expensive so there has to be some means of financing.

The main sources

of financing are the government, which has had no money in accounting research
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that I know of, foundations, universities, the professional societies and

private grants.

To date, most of the research in accounting has come from

members dues and contributions.

Some support comes from foundations and I

presume some support comes from the universities.

The book has quite a con

clusion, and I say the book and I don't say Jack Carey I don't blame every

This is a combined effort in this book.

thing on Jack Carey.

Small committees should be established to study all research
programs .

This committee should consult the schools, some practitioners and

some clients.

It should evaluate what's being done, what should be done and

who can best do it.

Having developed a tentative program with priorities

established, it should investigate financing.

Then the last conclusion is

that the Institute should consider a research foundation or center which
would serve as a planning, coordinating, and information agency for the

entire profession and related organizations.
I've just gotten a couple of thoughts here that from a very practical

standpoint that bothered me.

I don't think that most of the current research

has been brought down to the practitioner's level.

I think that this has

gotten worse instead of better in the last few years.

Since Carman has

retired I don't think that the research we are getting is being brought down
to the level of the practitioner.

Then there is another comment in the book

and let me quote this "the rank and file of all professions show little
interest in research and innovation" and I think that's a mis-statement from

the word go.

I think the thing that proves it the most is the tremendous

response that the professional development program of the Institute has had

and response to things like this.
M

We will have to keep this discussion of research somewhat limited.

It is so broad that...
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Well, why don’t we tackle this last question first.

P

How do yon

bring the research to the people, how do you provide a mechanism for

communicating research?

I know we have this problem even in education.

do you communicate the research from one researcher to another?

How

How do you

prevent the wheel from being redesigned every day?

Well, I think the Institute, by coordinating research efforts in

P

this and related disciplines, could do that.

It may not have done as good a

job as it should have done in this area in the past.

Now there is the problem

of getting it down to the various research, you’re talking about communica
tion, between various researchers.

Well, I think one way to get it down better is to condense it so

P

that it makes sense.

Now, it seems to me that I can’t remember the names of

them because we have got copies of research studies that thick, there is no
body in our office that has time to go through that I kind of imagine, some
place in there there are some conclusions, but the mass of material that we

got was so great that we couldn’t even look for the conclusions.
P

Would an abstractly service of some kind be useful?

P

I would like to ask a question, there is no answer connected with

it that I am aware of, but to what extent at the present time are there
duplicating research efforts between the NAA, the AICPA and the American

Accounting Association?

Should this be the case if the answer is, yes there

is?
M

I think that the cash flow statement that came out from the NAA
and the American Institute is a past example of an immediate overlap.

In

times past the American Accounting Association and the Institute tended to

overlap but there is now, I think the president and executive director of

all three of these organisations plus the internal auditors and the financial
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executives, get together at least once a year and this could be an agenda of
something they could talk about to prevent this sort of thing.

Philosophically,

I believe, the American Accounting Association has directed its efforts toward
broad, general principles of accounting, the supposition being that the

Institute would be dealing with those things that are more practical, of a

more immediate nature.

Then a few years ago the Institute changed their

program a little bit, but I believe they are switching back the other way now,
are they not, Carman?

P

I think probably so, but originally the general idea between NAA,

for example, and the American Institute was that the Institute was not bothered
and would not be bothered to go into any research having to do with internal
accounting and internal controls and that the NAA would stay out of financial

reporting problems.

When we got into the cash flow, that was kind of a fluke.

That actually was Perry Mason’s baby.

He tried to get the Committee on

Accounting Procedures to authorize a study of cash flow and they rejected it.
Then when he became the Acting Director of Accounting Research and had the

decision as to whether to have a research on the subject or not, he assigns
such a subject for himself and they got out the study.

This was a duplication

and was outside, I think, of what was originally considered the area of the
American Institute and has between those two organizations.

These meetings

that you mentioned do, to some extent,—I attended a few of them,—to some
extent time is devoted to discussing possible overlaps and sort of allocating

where you draw the line, determining where you draw the line.

I don’t think

there has ever been any attempt to determine where the American Accounting
Association would begin and where the American Institute would leave off

because the American Accounting Association sort of covers the whole field
of accounting whether it is cost accounting, whether it is factory accounting,
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whether it is financial reporting or what.

As you say it, deals with possibly

the more broad and theoretical aspects, whereas the Institute has devoted it

attention primarily to the problens directly related to financial reporting.
These studies in theory are supposed to be the foundation on which a subsequent
determination will be made by the Accounting Principles Board to dredge up

all the information that can be found on the particular subject and give
people an opportunity to read it and to express their views and make comments

presumably for the benefit of the Accounting Principles Board when it comes

to getting out a bulletin on the subject.

Some of them have, some of them

have had no response but some of them have had a great deal, for example, the

one on long-term leases.

An awful lot of people wrote in with respect to the

recommendation of that research study and were taken into consideration by
the Board when they finally got around to issuing a statement.

That’s where

it was brought down to the practitioner’s level, or up to the practitioner’s

level.
Well it seems the big problem then, is communication as far as this

M

research is concerned.
P

Communication and condensation.

P

Well, George, on that point though I think Carman’s point is very
important, that at least in the research study that I worked on, my goal was
not necessarily,--it did not necessarily have you or the average practitioner
in mind.

My contemplation was that I was to render a service to the people

on the Accounting Principles Board to do all of the research that would be
necessary to develop information that would be useful to them in coming out

with a bulletin on the subject so that they would not have to do this

individually.

Therefore, when you get into such a project you try a lot of

different approaches and you have a lot of false starts, but you end up
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trying to build some sort of a structure for solving the problem in the area.

Now if all you end up with publishing or making available are the conclusions
no one has an opportunity to know what your reasoning processes were.

It

seemed to me that the objection of this in your research program of the
Institute was 6 or 7 years old was aimed primarily at giving the members of

the Principles Board an opportunity to develop lines of reasoning and make
these apparent.

The old accounting research bulletins came out with conclusions

but...

P

They had reasoning, too...

P

In some cases they did.

In some cases the reasoning would be in

ferred, but in a lot of cases they were just positions that were taken and 1
think that some—certainly every practitioner probably can't take the time to

read and study each of the bulletins.

You read and study those which seem to

be of most interest to you and your own practice, it would seem to me.

I

think part of the problem of research, from my point of view is that there
are various levels of research—research is a label that is given to a lot of
different activities and this is where part of the problem exists.

For

example, the Trends and Techniques book that is published by the Institute
each year, this certainly is research.

But it is a different type of research

and aimed at different objectives from the work that is done by the Accounting

Research Committee at the present time.

Lou's group on professional develop

ment did an awful lot of research to come up with these educational programs.

Now this xs again, a different kind of research.

We don‘t have a clear under

standing of what research is in accounting and the ground rules for it are

very ill defined.
P

Well, it is so broad, ao you have to nave ground rules?
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P

You compare research study number 3, let's say, with #8 on pensions,
or number 4 on leases.

They are not even approached in the same way.

In re

search #3 there are a lot of conclusions but the rationale was not presented.

I am sure there was rationale used, but it is not presented to the extent
that it is in the other publications.

Whether there was as much research

behind it, I don't know.
P

I think much of the research in. research study #3 was on the mental
attitude of the individual who was preparing the document.

He was researching

his own mind as the... or they were as to what they wanted to see rather than
doing what we have done in the pension research bulletin, for example, an
analysis of pension plans and what reasons there were for doing it, what they
ultimately recommended.

P

One other observation, Norton, on this question, who should do re

search in accounting and whether there should be parallel studies.

Some re

search should be done, it seems to me, by the professors, but I think when

we get to the point of trying to research questions like pensions and business

combinations and leases and so forth the practitioner has a built-in advantage
in sone respects in that he has got a feel for the problem—what the real

issues are.

I know in my own case, it took me a lot of time and a lot of

discussions and a lot of false starts with partners of firms before I could

get down to what the real problems were.

I went to one firm and had never

been to that particular firm's office and we sat down and the partner started

jousting with me.

He presented his hypothetical situations, but I had all

the data because it was all a matter of public record.

After I identified

three of his examples for him, we were ready to go to work.

All I had was

the public record and he was filling me in on sone of the background but he
was not identifying the companies because it was confidential.

Well, this is
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something that an accounting professor getting into a highly practical situation

has a real problem with unless he is going to spend a lot of time out of the

library and sort of get his hands dirty.
Perhaps there are two aspects to this problem; namely, the accounting

P

professor has a built-in advantage of not having to worry about the practical
application of these; he doesn’t have to concern himself with meeting the pay

roll today or tomorrow.

He doesn’t have to worry about whether or not he can

apply a given technique or a given approach today.

Whereas, definitely the

practitioner has the other built-in advantage and perhaps we should divide the
research program into these two very separate parts.
It seems to me though, Mike, if you are going to have a real useful

P

research study published, that the person doing it, who ever he is has to

understand both sides.

He has to know what have been the very practical moti

vations to cause this problem,—whether they are things that will affect your

conclusion or not is really incidental.

was incidental.

I think, in my particular case, it

I have been accused of not understanding the problem, well

that may well be, but I think I understand why some things are done the way
they are done.

That doesn’t necessarily mean that on a research basis this

is what you come up with as a best solution.

M

I should hope that all research in accounting is not strictly at
the practical level.
that.

I don’t believe any discipline is ever really built on

There are philosophical issues that I think underlie any area and I

don’t know who is best equipped to do them and I don’t believe I know, Art,

I don’t mean to imply this and correct that record if anybody got that
impression .
P

I am not sure you can categorize groups in any large sense and say
that the practitioner is the best able to do one thing and the professor is
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best able to do another thing.

There is considerable overlap and certainly

there are contributions that both groups can add to most any problem,

Well, my inclination would be to say the opposite, Mike, because I

M

hate to do research on practice yet I have done practice.

I do some consulting

work, but I never feel as secure in that and I can get a general issue that

I think I know what ought to be done, but if you ask me to tell you whether
you ought to use LIFO or FIFO in that particular case, you've got me.

away, I can't answer you.

I walk

But if you ask me what type of information, informa

tion now that a firm should have or a man should have, now you have given me
a basis for operating on a basis where I can start out on a study of his

needs.

I can make something out of this, but it is one reason I think, Carman,

why the American Accounting Association necessarily did take a broad, general
approach.

It is about the best they can do.

I think the whole group would

benefit from this.
P

Paul Grady in study number 7 has a quotation from Justice Holmes
which I wish I could quote, I can't, but some substance of it is that the
development of the law was a constant struggle between theory and an attempt

to make theory into common sense.

M

On that pleasant note, let's stop and eat.

Summaries
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M

What I thought possibly, Harry that in this critique or views that

each of us night want to summarize the most important problems of the profession
will have and what recommendation we would make to the Institute or anybody

for that matter.

If you have something particular in that area you could

This is not getting you

bring it in at that time, would that be agreeable?
off the hook, Harry, you know.

I think it is desirable that accounting should

be stressed to students that there is a tremendous amount of self-satisfaction
in the profession, they achieve ranch contribution to society, to the welfare

of the country in our economic system by working with small business and that

the so-called slave-hour history is drawing to a close.

I think more people

are shooting for more leisure time and they do have a heavy hour season where

they take much lighter hours in the other areas.

I think they are getting to

where they get back to the 40 hour a week approach and this is all forward
and onward in the profession.

I also feel that we should be forward and on

ward and through the American Institute and the state societies just basically
from the fear of erosion of our freedoms through federal and state regulations.

At this point I close.

M

Dick, you haven't had a chance to talk.

P

I’ll take just a couple of minutes prefacing to cover my assigned
topic, I don’t know what good it will do except I spent time preparing it.

M

Well, I think we ought to have what you have found.

P

I am not going to do a book review of that chapter.

I feel that

there are two main points; the biggest points can be condensed into two points

although there is a lot of material in the chapter.

First of all there is the

organization of the national organization presently, whether it should be on a
national organization basis as it is now or whether it should be a federation

of state organizations which is something that was also tried in past history
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and abandoned.

There are pros and cons from both sides of the fence.

The

federation of state organizations slows down getting things done and sometimes
there is an actual stalemate because of conflicting interests of geographical
memberships and their particular problems.

national effort.

These just stalemate the whole

By the same token you aren’t giving all of the authority

into a national organization by the federation.

This is getting back to some

of the basic problems we have in our political life of the states rights

stories.

But I think that Carey feels strongly, reading between the lines,

that the present set up with the national organization is the best.

Where

we are modifying that now to bring in these state organizations on a liaison
or a coordinating, cooperation basis such as this story right here is a

national effort when it has been coordinated with our local, our state organi
zations.
Another thing that Carey feels strongly about in this state organi
zation whether the policy making and the planning and some of the directing

should be done by the professional staff or whether it should be done by the
members the CPAs.

There are pros and cons here too, since the officers of

the association, the council, for example is elected for 3 years, there is a

3 year turnover there.

Your officers have a 1 year turnover and a person

hardly gets familiar with his particular duties before he is going out of

office and someone else is taking over, so there is no continuity there and

the professional staff provides the continuity.

Therefore, Carey feels that

since they are providing the continuity they should be having a little bit

more authority in the policy planning and in the directing with the final vote

yes or no, being reserved either to the Board of Directors, the Executive
Committee, the Council or the membership as it is now.
two things of any great importance.

These are the only
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There is a lot of other words in here as to the history of all of

this and what might happen if we don’t do certain things, such as if we don’t

do an effective Job in the AICPA then there may be spin-off organizations,
splinter organizations that will set up to take care of their own problems.

I think th at the basic part of the chapter has to do with

the organization

of the national association and how the policy making and planning should be

done.

Now that ties into what I feel about what we are trying to accomplish

here.

I am not, maybe I am too radical or too impatient, I am not content to

take a look at what we are doing today, criticizing that and make plans for
how we can correct that on a day to day basis.

I think much of our talk today

or these last two days might have been in that vein.

I am a little bit im

patient to look ahead 10 years or 20 years if possible and set our sights on
a goal and then work backwards on that.

You are more or less concurrently

working upward and yet jumping ahead and working backward.

By this I mean

that I think the most important thing that we have to consider first of all
before some of the other details are considered is this scope of our practice.

What are we going to be, what should we rightfully be doing, not so much as

a limitation factor from ethics or anything else, but what is the image that
we want to give to the public for our profession on whether it is CPAs or

whether it is some other name, that we are going to end up with 20 years from
now.

I think we are going to have to determine the scope of our work and

then this will in turn allow us to tackle some of the other problems such as

ethics, what will be the ethics required for this.

Maybe our present ethics

are satisfactory after they are tailored a little bit to fit the new situation.

Maybe they will be completely overhauled.

This will also tell us what we need

in the way of training to get ready for this bigger profession if it becomes a
bigger profession.
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I think that we have seen here that our educators are a little bit
ahead of us, they are thinking way ahead.
professional school.

Art Wyatt was talking about a

There has been some pressure generated for the needs of

this but there hasn’t really been a Mandate given to them yet and yet they are

already thinking in these terns, kind of maybe drawing us into that which I
think maybe is good.

This determination of what the scope of our business is

going to be, also would help us determine how our professional organization
would be organized and what their responsibilities should be.

What we want

them to be, how they can most effectively get this big program that I think
we are aiming for.

To this extent I take exception to Bud’s remarks that he

doesn’t think we should force things.

I maybe took his remarks too literal

maybe he didn’t mean them that way, but I think we should force some of these
things and not always just react to things.

time.

1 think we should act ahead of

My quarrel is whether we have done it fast enough or enough of it for

being at this point in history.

Maybe we should have gotten what we have

accomplished by 1965, maybe I feel we should have had that accomplished by

1955.
M

Harry would you care to ...

P

Yes, I was delighted that you actually assigned this matter of the

human input to me.

1 feel very strongly in connection with the long-range

planning of the American Institute that one of the professions’ most urgent

tasks is to attract and train able young people.

I don’t think there is any

question that this is one of the most urgent tasks of the profession.

We

have to attract those with the intellectual capacity, the necessary breadth
of education and the motivation to meet the profession’s future challenges and
those have been brought out here in our changing society and the changing
scope of our profession to meet the needs of society, we are going to require
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able young people.

I would tell you that if you haven’t already read President

Trueblood’s message to the Annual Meeting, which George apparently heard and
you did too, George, about the urgency of opportunity, but I think this states
very effectively this urgent task that confronts our profession.

It seems to

me that the professions demand for competent young people will not lessen, it
seems to me, because of the effect of automation.

that.

We have no concern about

The number of staff accountants required to do the clerical checking

maybe reduced, but the demands that we will have for expanded services in other
areas will probably prevent a decline in the numbers of new recruits that we

require and of course it will change the nature of their work.

The supply of

qualified young people for the accounting profession will probably not be
adequate and it is going to take a considerable amount of hard work by the

profession to attract the best brains in the country to carry on for our
profession.

Therefore, recruiting becomes an urgent task of the profession.

We certainly have spent considerable time and effort in the past in
going, disseminating information to the high schools at career days and such
things.

We have found that this so-called shot gun approach as you call it

hasn’t been probably too effective.

It seems to me that we need to develop a

program to talk individually and in groups with the guidance counselors at the
high school level.

Now if this is a program that is to be sort of guided and

initiated by the American Institute, this maybe true, it is going to have to
be carried on at the state level by the state society and it is going to have
to be carried out by you and me, so it seems to me that we should take this

upon ourselves as being one of our responsibilities to the profession, an
obligation that we have to discharge.

Too many times we sit back and I think aggregate our obligations to
our profession and to our society.

This has resulted in many situations that
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exist today.

today.

I think that we cannot afford to have that exist in our profession

You and I are going to have to carry out this responsibility.

We can’t

In so far as college students are concerned, there

let somebody else do it.

certainly is going to be a considerable supply of students in the so-called
liberal arts colleges.

It probably would be a good idea, and this is pointed

out by Jack Carey, to devise or prepare an accounting course explaining the
uses of accounting for external reporting and for internal planning and control

and decision making for those students in the liberal arts colleges.

Art has

pointed out that Arthur Andersen has taken in lots of students from liberal
arts colleges and found them excellent recruits for the accounting profession.

In this area it would probably be advantageous for the professors of accountancy
to devise a course to carry out this particular purpose.

It seems to me that

we must constantly carry out the topic that the opportunities in business

management as a career are just abundant and we must always promulgate the
importance of accounting in the management functions.

I think that in many

instances we ourselves are very poor proponents of what we do or we do not,
somebody asks you what you are, you say I am an accountant.

You don’t really

amplify it, you don’t attempt to give it the professional status that you hope
that it has.
Our literature, in the profession’s literature, has not been of a

high quality, it seems to me.

Jack points out that it probably would be well

to get the views of younger CPAs.

You and I are pretty much dated.

We need

to get some younger ideas in this particular literature to attract the younger
people into the profession.

In the operation of our practice, we certainly

need to have the attitude that this is a continuing educational process and

to support, participate in the professional development courses that are
offered by the Institute.

We need to use people to the full extent of their
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abilities.

I'm afraid that sometimes we are reluctant to give people sort of

full reign to carry on to the fullest extent of their abilities and we also
need to give them a sense of participation in the firm, which I think sometimes

we are reluctant to do.

The conclusion that Mr. Carey makes in his book,

which I think is excellent, and I'm going to sort of pull it out of the book

here, is the fact must be faced that in 10 or 20 years, each firm which hopes

to survive must have people who are competent to conduct the practice at a
higher level than that necessary today.

Evon the smallest clients will need

and expect more sophisticated and more creative services from professional
accountants than they do now.

Firms which do not prepare themselves are

likely to become obsolete or be merged with more progressive firms.
I sort of thought that it was interesting, there was a meeting in

Chicago here in the past week and I would like to read you some excerpts from
this that I won't bring out the names, but here are some comments.

One

thousand men are on the team, but that is not enough, we need depth.

We must

try harder to get the young people involved and get the freeloaders working.

I think this is as applicable to our profession as it is to this particular
statement, that we must work harder to do these things if we are going to
accomplish them.

We have this goal, it seems to me and we have to have it

as a continuing goal that we have to work constantly harder to realize.
What we need is greater pride, greater vision as to our potential.

The basic

tools are available and with a little local help, a little help can be

sharpened into a weapon to battle.

Again these are leaders.

Actually this

was for this recent meeting in Chicago about its future as a financial center
and these are the leaders of industry and finance in Chicago saying these
things which I think are just as applicable to our own profession.
M

Anything more, Harry?
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P

No, no. I'm finished.

M

I think I’ll just go around the room unless someone wants to speak
earlier.
O.K.

P

First I’d like to say that I pretty well agree with what the

three fellows have said before me.
points that might be considered.

for all of us.

I’d like to get down to sone more specific
First, this idea of uniform code of ethics

Perhaps if we could get it written into the state laws, so

that it would apply to all CPAs regardless whether they are members of our

professional organization or not.
I feel that there is going to be a need to emphasize specialists
through recognition.

Perhaps this might help in the recruiting process.

If

a youngster knew that he could be a specialist in a particular area, that

might increase his interest in that area.
areas that he might be able to get into.

Especially if he knew the various
I feel there is a very definite

need for a college of accounting, undergraduate level.

Another idea perhaps

the local practitioners Committee of the American Institute could look at

these association of CPAs that seem to be cropping up, kind of as a, I look
at them somewhat as kind of a parallel organization within the American Insti

tute.

Maybe there is something in these groups that could be brought out and

put into practice as far as local CPAs are concerned.

It probably wouldn't

have too much application to national firms, but then maybe there are some
benefits that all of us could derive from these groups and associations of

CPAs.
M

George.

P

Two real important points that I think the Institute should get on

right away and stay on and solve for all time is, the first one is recruitment
of personnel, qualified personnel.

The second one is what I’d like to call

keeping up for professional development, for the people that are in practice.
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M

Do you emphasize any type of person for your last one?

P

Everybody in the profession could be keeping up.

Institute is going to have to develop it.

The Society or the

Most of the programs should be for

the local practitioner.
M

George.

P

I think what I will have to say will not sound a great deal different

from what you have been hearing, in trying to put into categories what I think
our problems are.

I think I could put most of the serious ones under which I

would call “people problems”.

I think the first of these is staffing, which

really means training, recruiting and so forth.

The second one, looking at

the other side of the coin, is the comprehension by the public of just what
our work is.

As I listen to this group, I think sometimes we fail to realize

that this is probably not a real typical group of small practitioners, at
least it doesn’t sound that way to me.

I don’t hear the practice, the scope

of practice being described as I have heard it described by certain practi
tioners.

I suppose the only new thing that I would like to offer is that

perhaps it is time to consider really changing the name of the certificate

which we are practicing under, to something like professional business adviser,

PBA.

Because I have heard so little in the last two days which seems to be

basically routed in the attest function and clean certificates.
I think when we come back down to it, a very good job is being done
in a number of the technical aspects such as research, such as the keeping up

to date problem, but that the most important thing, the thing that would en

able all of us to retire feeling pretty good would be a constant influx of the
right type of people.

Perhaps one way to have that influx is to from both

ends of the spectrum, trying to improve the description of what we are capable

of doing.
M

Art.
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I find it very difficult to try to summarize in a fair minutes the

P

scope of Jack Carey's book which I think is excellent in raising a number of

issues and emphasizing them.

I would attack it this way.

It seems to me that

as we look forward to the future for ten to thirty years, sometimes get some
help from looking back ten to thirty years and comparing where the profession

It

was then with where it is now and then maybe making some projections.

seems to me that today the professional accountant is engaged in a much wider

range of activities than he was thirty years ago.

The CPA, as a label for a

group of people, has achieved the status it has, primarily from the attest

function of opinion audits and this is only one part of what the CPA does

today.

It seems to me that maybe the expertise in this area suggests that a

broadening of the certification function of the accountant is in line for the

future where the CPA gives his opinion on many matters that he doesn't
presently give his opinion on.

Then the public would come to recognize that

the CPA practice is more than just the opinion on financial statements that
are part of an annual report and as more and more people come in contact with

auditor's opinion, the accountant, CPA's opinion or the PBA's opinion.

They

get better understanding of what it is that the auditor does and this carries
on to it recruitment problem and a number of other problems.

If this is a

possible approach, I think that the most pressing current problem and I view

this without having to meet a payroll, the most pressing current problem to
me is the very, very slow progress that the Institute has made in developing

accounting principles.
I think the greatest harm to the professional image at present can
come from the inability to develop accounting principles before the mass of

the public recognizes that we don't have quite as good a basis for our
opinion as people would think we have.

And I think this is crucial.

We have
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got to do better in this area than we have done.

And this area may well then

provide a sound basis for expanding the certification function .

M

George.

P

Well, I was going to sum up in one word—the problem of communication.

first communication within your own firm between the firms and from the firm
to the greater society and the American Institute and from the firm to the

colleges and to the professors and possible recruits we might have in the

profession and from the firm to the public.

All these communication areas

create the biggest problem we have of actually getting across what’s actually
happening and what we want to happen, what the best method is and communica

tion of what is the sense of direction on the Institute level.

My general

impression is that the Institute is taking the right direction.

I feel that

what they need to do, is to continue what they already have going, but expanding
on it.

I don’t have too much feeling that we need to go out in any new

directions.

The one thing I might mention, a small type of thing that should

have come earlier, in public development is now run on the basis which it

supports itself.

This is the way the Institute looks at itself.

I think

there may be some error here that their local practice committees is short

sighted.

We felt that there might be some merit in making some courses like

standards which actually enhance the profession at a lesser fee, for instance,
then you would make one without fees, or in general practice.

In other words,

making the professional development program as a whole perhaps pay its own

way, but within it trying to make it so it actually enlarges the professional
image that we think we want to obtain by encouraging things that people ought
to do with what they want to do.

The idea on defining the scope twenty years from now, if we are
going to be in.

I think this is fine from the standpoint of trying, as we are
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here, trying to look into the future as what it might be, but I would hate to
have too much of a boxed-in affair as to what that is going to be because I
think there is going to be a lot of things changed between now and then.

We

might be deciding things that wouldn’t be applicable at all ten-twenty years
from now.

There is only one other area, which I think Art brought up, I believe
he touched on one view of and it seems to me it is quite a problem and that

is audits of publicly held companies.

A better definition of what those

audits are accomplishing and what they ought to be expected to accomplish

would without diminishing what we do now, without diminishing the work that
we do or the information we now provide.

There is an obvious lack of under-

standing, lack of communication of what we are expected to do and even going
so far as being a legal thing, a legal liability deal.
press thing.

This is the old ex

I think it doesn’t enhance our image any and that area seems

to me is the big problem that needs solved.

M

Canaan?

P

I’ll pass.

M

Ed.

P

Yes, I’ll make my first statement with what I think is most important.
The future of the profession is the tracking of competent and adequate

personnel and so forth.

In addition to that the future of our profession.. .

yesterday we batted it around a little while and never did define what was

the practice of accounting.

The observation that I would make, is the CPAs

as a profession are that you have two things, what is the one thing that we

can do that no one else can do?

When you boil right down to it, the only

thing that we can do that no one else can do is to render an opinion on a

financial statement.

That really is the only thing.

We are licensed to do

177
that now—a person without a license can’t do that but they can make out tax

returns, they can have management services, they can do anything except
render an opinion on financial statements.
of our practice.

So that really is the foundation

I like the remark that I think George made, that the CPA

should be the captain of the team for all the tax services and management
services but still our profession of certified public accounting still has to

rest on the foundation on our auditing and on our rendering the opinion on

the financial statement.

And the fringe areas, I am not saying we should

try to cut them off, we should expand them, but still we have to look at
what our one thing is that no one else can do and that is what we have to

build on, in my opinion.

M

Bob.

P

Well, if I had to rank problems in order, I would rank personnel as

the number one problem and the things related to that.

The attraction of

qualified people which 1 suppose starts at the earliest possible pointgrammar school or before.

So I would say that the number one thing that the

Institute should work on is a program of interest, creating interest in the

type of personnel, the best possible personnel, and then on from there the

education, training and education of the personnel in the schools and the re
cruiting of the personnel by the firms, training within the firms, compensating

of control and so forth.
P

Well, this suggests perhaps that the AICPA or the state societies

should try to possibly through an educational meeting reach the point where
banks, credit grantors, are not accepted or even the SEC will not accept a

report that is certified by somebody who is not a member of a professional
organization .

P

Well, I’ll tell you what we had here about five years ago in the

Federal Home Loan Bank in Chicago on their audit for building loans.

They
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They have a lot of regulations and details that they cane out and said if you
do the audit in accordance with the handbook of the American Institute of
Accountants for building loans, then that’s all you need to do in your long

form report is just say this audit was done in accordance with the handbook

of the American Institute of Accountants.

And it got a terrific scream from

Chicago because a lot of those Chicago CPAs were not members of the American
Institute of Accountants.

They objected to the Federal Home Loan Bank, the

government agency, even recognizing the American Institute of Accountants as

an authority on it.

So then they had to withdraw it.

want you to do it that way but we can't do it.

That's what you run into when

everybody doesn't belong to the professional society.

idea.

We say that we still

But that was a good

I think the Federal Home Loan Bank did right in saying to do it that

way, but they can't say, as recommended by the American Institute of
Accountants because the non-members will scream.
P

I don't know that there is a great deal that I can add to what has

already been said except that in looking back again as mentioned before we
can't help but recognize that the profession has had a dramatic growth during

the last 20-30 years and with the expanding population, mass communication,
there is no reason to believe that the challenges for the next ten-twenty

years will not be as great and so that I am certainly convinced that the

future is going to need more CPAs to do more things and more complex things
via counters than in the past.

I am convinced that communications probably,

and again I am repeating to some extent, is one of our most important problems.
This relates only to the public, to our clients also and to some degree among

CPAs in general.
public image.

As was mentioned yesterday I believe in evaluating our

No one has anything particularly bad to say about CPAs and I

don't know that this is necessarily good.

Somewhere I read that in relation
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to criticism, if we have never been criticized it means that we have never
said anything, been anything or done anything.

So I think we need to be

aggressive in our approach to solving the problems that we have and aggressive

in communicating ourselves to the public and aggressive in filling our nitch
as far as the future needs of the business are concerned.

This merely suggests that the educational process is perhaps more

P
difficult.

P

It doesn't suggest that this is not an alternative approach.
Very definitely.

From the standpoint of the doctors and the

lawyers they have to belong to this professional society.

M

Maybe we ought to make every person who hasn't been, become to belong
to the Society.

P

That's hard.

P

I think it can be done on an informal basis.

P

I would argue with that.

I think it has got a lot of good points.

I don't know about Chicago, but down state in Illinois though, there is big

minority of firms that are not active in societies.

It is, I believe,

recognized by leading banks and other credit grantors, that this is an important

thing and that reports from people not in these organizations should be looked

at with some degree of suspicion.

Of course we get into, I think, one of the

big areas of problems governmental reports, audits of municipalities and
school districts and so forth that are required to be made by statutes of the
state people in charge of supervising these reports from anybody, any CPA re

gardless of their qualifications.

And in Illinois we have at least one

practitioner that does a substantial number of these type of reports for a
very low fee.

P

Even the Securities Exchange Commission has to accept the report

of any independent accountant or certified public accountant who is authorized
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to practice under the jurisdiction in which he operates unless he has in some
specific case been barred by the Commission for malpractice in connection with

the Commission.
P

Of course, they work that just like the judges.

Disbarring as far

as they are concerned relates only to them.
P

In Indiana this means that anyone who owns a certificate can practice

theoretically before the SEC.
P

Anyone can get a license in Indiana.

P

No, we are non-licensed.

P

There is no license.

P

Oh!

M

George, did you have something that you wanted to say?

P

Well, I was going to say that Carey says in here something about

large law firms tend to practice good ethics all the time.
often get pretty far afield.

Then small firms

This is pretty well demonstrated in my own

community but there are small exceptions.

For instance, there is one in my

own town that advertises all through the tax season tax returns prepared.
And actually I am sure that he has less tax practice than at least three
public accountants that don’t advertise the service.

It is good testimony

that actually advertising doesn’t do a heck of a lot of good.

Obviously

this is against the ethics of our association, but they don’t choose to do
anything about it.

As a matter of fact, they even elected him president of

their association, about 5-10 years ago.

It doesn’t really pay because he

doesn’t make too good of an existence, I don’t think.

I have been on the

Ethics Committee in Indiana three-four times over the last two years and
some of the things that you get, that you see as complaints tend to be mostly
in this solicitation area or telephone listings or something.

On the
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telephone listings of course some of them mill actually sign their name to

what they send in, but normally what you get is someone taking you aside and
saying so and so is doing this kind of thing and they don’t want to sign any
thing that is in the way of evidence.

Once in a while I know of at least one

national firm sighted at least twice in the last couple of years, and in one
of those instances we did talk to the representatives of the national firm
and they didn’t come out too well on it but there was no publicity.

This

most recent one happens to be this same national firm again and they are really
skirting the thin edges.

The thing th at it seems to me that it demonstrates,

perhaps it would be good for them to know that solicitation really doesn’t
pay because they are interested I know in referrals from these smaller firms

and in good relations with them and surely this is what pays off.

They didn’t

get either of these accounts that they solicited actually, and the small firm
won in both cases.

To me they were hurting their own image, their own possi

bility in continuing.

And I think this is true of solicitation in general.

The guy who solicits, just as I pointed out about the lawyer, it isn’t
actually the one that actually comes out ahead.
national firm needs to find this out too.

So apparently this one

This maybe a local thing.

The

thing nay mean, the national firm generally may not be this way, or may not
be aware that that particular branch of its offices handling it in this

fashion.

That is another ethics comment that I thought I might throw in.

M

George.

P

Norton, I think there are two areas in the Code of Ethics that I at
least would like to see updated and I think we have been talking partially
about them and partially not.

We spoke yesterday about the relationship of

the CPA who sits on the Board of certain non-profit or civic organizations

and we have this to a considerable extent in our community.

Our firm
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recently transferred the audit which we have been doing I guess for thirty

years for the Chamber of Commerce to another firm because I happened to serve
on the Board and was an officer.

I think if we wish to encourage some of the

things in the way of civic participation that we were talking about yesterday,

perhaps some clarification by the Ethics Committee of the Institute needs to
come along in that area.

I may be sort of hard nosed about it, but it seems

to me that the profession or parts of it anyway has spent a tremendous amount

of time trying to appear independent and that the appearance of independence
is perhaps a little overdone in certain instances.

It seems to me in this

particular case, we felt we should turn the audit over to someone else.

I

rather doubt if I could be less or more independent because of having trans
ferred the audit in this case.

The second area that I think needs updating is the matter of pro

fessional or competitive bidding.

I think that probably if we were quite

honest, all of us do a certain amount of competitive bidding whether we happen
to be in Indiana or Illinois or anywhere we are.

Sometimes we say that we

are not merely because we don’t know that another firm is coming out with I

number of dollars for this particular job.

We find ourselves at a definite

disadvantage if we take one conception of competitive bidding, if we are

trying to get a job and let’s say Booze, Allen and Hamilton comes out and
says this is going to cost you I number of dollars.

If I very strictly stick

to competitive bidding ideas I might say that I can’t put in a figure on this

particular job.

I don’t believe and probably Carman, you can tell us better,

I don’t believe that there has ever been a very good definition of what
competitive bidding is.
P

Am I wrong?

I don’t know of it if there is, but I have this bit of information,

the Council of the Institute thinks it is questionable whether or not our
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I was told the

rule on competitive bidding may not itself be very illegal.

other day that an opinion had been solicited by the Chairman of the Ethics

Committee from very highly regarded firm that has had something to do with
the accounting profession but has not been council for the Institute and they

said they wouldn’t even put in writing their opinion with respect to it be
If it was ever

cause the Institute shouldn’t have their opinion in its files.

brought out that they had an opinion such as their’s was, the Institute would

be in difficulties.

As for their opinion, it was absolutely illegal and I

am wader the impression that the Ethics Committee is going to give these two
legal opinions some consideration at an early meeting.

Well, it seems to me pretty silly because it is not a fact of life.

P

I think at the time the thing was promulgated originally maybe it made some

sense.

I just doubt that it makes any sense now.

I don’t think that any of

us here in this room probably get many jobs on a price basis.

We get them

because we do the thing competently and that’s it.

Our State Society in Virginia probably is very grossly illegal in

P

its position.

It has fixed minimum fees that should be charged per hour for

various kinds of staff services.
P

The Bar association does that all the time.

P

I don’t get this in connection with the lawyer.

I make this remark

when I was talking to Ralph John, I said well I don't get this, because not
long ago I bought a piece of property and I had the title examined and when

I went in to settle up with him, I asked him how much I owed him, he pulled
a sheet of paper out of his desk and looked at it and quoted me the price.

I said is this your regular scale of charges that you have made out here for
this?

He said, no, this is our County Bar Association schedule.

Apparently

every lawyer charges for this type of service in accordance with it.

It was
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based on the price of the property and the schedule just told him exactly how

much he should charge.

And apparently it would have been any other lawyer’s

charge.

It is supposed to be unethical for them to charge anything less I

P

think.

Yes, that’s their ethics.

P

I think from the standpoint though of

this competitive bidding is that our cities and our counties and these ones
that are required to be audited by law, they are also required to advertise

their bids.

I think Illinois is where this competitive bidding is.

I don’t

think any good client that we have, that we do year after year, somebody else

comes along and says we will do it for 10% less, I don’t think we have to
worry about this client.

These cities and counties are where the problem

comes up and then even if you talk with them, the city that you do year after

year after year, every time they give you the contract and come out in the
local paper that they have accepted the bid of so and so to do the audit,
there hasn’t even been any bidding.

say we have accepted so and so’s bid.

But they write it up in the minutes, they
I have seen that in the minutes when

there hasn’t even been any bidding, but that’s just the way the cities

operate and it will come out in the paper that way.
Ignoring the legal problem that is involved here, we have an open-

P

ended definition of accounting since we haven’t been willing or able to

define this thing called management services.
P

Well, would you want a closed-ended definition of it then?

P

I am not sure that we could reach this, not in any reasonable period

of time.
I’m not sure it would be ideal, Mike.

P

of ideal.

I think that is the opposite
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Well, aside from this point, nevertheless, as long as you have such

P

an open-ended definition, I wonder whether it is practically feasible to force

Especially if you are considering the

any constraints regarding bidding.

possibility of someday extending the attest function to include some of these

areas.
I don’t know, but I think what the big problem that the accounting

M

profession faces is this problem of, what I have called previously, together

ness.

It bothers me very much when one firm will solicit another firm’s

clients.

George touched on this.

within the profession.

This strikes me as just causing conflict

Therefore if competitive bidding results in this

conflict among firms then I think we are doing something to separate it.
This I don’t like on that basis.

So whatever rule comes up on it, I hope it

does not result in more friction within the profession because this is our

really big problem in terms of all the outside forces that I think are
pressuring, moving in on us—from lawyers, engineers and everywhere.

Criti

cism of the work that is done by accountants is in terms of their public re

port not being useful for every kind of conceivable answer and it is a blind
criticism, so I think we need to stick very close together.

Well, I don’t

know what all the implications are, but this would be my over riding considera

tion.
P

I don’t care whether it is open ended or closed, Mike, it is ...
Yes, but the other side of that, Norton, is that many of the

problems exist because solutions have not really been fought out and they are
not easy solutions and you don’t arrive at good, workable solutions until you

fight them out.

It maybe a little agonizing to do so, but just trying to

ignore the problem isn’t going to make much progress.

the problem in some of these areas.

I think that this is

The issue has got to be joined somewhere

along the line and then we will have a more clear definition of what is fair

or proper in a given situation and what isn’t.
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When we talked yesterday about whether we are profession or not is

P

that you have got to have a Code of Ethics if you are a profession when you
are talking about the statute, that’s the minimum, but a statute, anybody can
get as close to the wire as he can.

All the technical ramifications and

everything else, but a Code of Ethics is where you get the position where even
in your own mind you think well, I ought to ask somebody's opinion.

you have to ask well you shouldn’t do it.

But if

If it is that close in the Code of

Ethics that you have to submit a question and see if it is ethical to do this,

if you have your doubts then you shouldn’t do it.

The Code of Ethics is

actually the spirit of it rather than the technical part of it and that’s what

I think we run into trouble on.

On trying to define the civic point where it

is ethical up to this point and from that point on it is unethical.

You can’t

define a Code of Ethics like that.
I would like to speak against Art’s motion, I guess it was here.

P

Because I think maybe we got down to defining management services or not
defining it awhile ago and in our firm let’s say, we consider ourselves to be

CPAs.

Management services might conceivable be nothing but budgeting and cost

accounting.

Art’s management services could very well be market analysis, it

could be plant layout.

So where are you going to close the lid on this

particular thing if you are defining it in the way of services offered?

Now

if you are defining it in the way of a conceptual treatment, maybe that's

something else.
P

My comment was not aimed at any specific suggestion, it was a
philosophy in opposition to Norton’s than being related to any specific

question we have talked about.

I feel that sometimes, or too frequently when

we come up against a difficult issue, we ignore the issue because somebody

may be harmed, some other CPA may be harmed.

Yet there may be a lot of people
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that are either being harmed or not getting satisfaction because the issue

is not being clarified.
P

Who is getting harmed because somebody doesn’t know the definition

of management services?
P

Well, I don’t know the definition of management services, I don’t
even see that as a problem as far as I am concerned,

P

I wonder whether in the area of competitive bidding where there
ought not to be limitations on the type of work to which that applies.

It

seems to me that the principle place where that should apply is in the area

of auditing because that is the area in which you don’t know what you are

going to run into and how much of a job it is going to be in order to do a

decent job.

In many of these problems of the management services, someone

mentioned Booze, Allen and Hamilton, that they performed a type of service
that the management services department of the larger firms perform.

And

they can give a price because they can determine how much work they are going
to do on this job in advance and they can bid it.

I have a feeling that may

be our Code of Ethics with respect to bidding should have its limitations.

P

My rebuttal to that would be that any work you do, regardless of

the type of work is being done on the status of a CPA.
that you are a certified public accountant.

Your stationery says

It has always been decided that

in data processing that you cannot go out and solicit that kind of work.

If

it is a data processing department within your firm, if you can set up a data
processing department separate from your firm without showing that any of the
members or principles are CPAs, then you can go out and solicit along with

the data processing department.
management services.

I think this would be the same thing with

If this management services is going to be part of your

CPA firm, you have got to abide by the ethics.
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P

I think the advertising thing shouldn’t apply to different classes.

P

How do you break down one ethic and say it only applies to certain
things and then another ethic applies broadly?

Carman is saying the ethic ought to be changed so that it is more

P

flexible.

No, I think when you are advertising, you are advertising as a CPA

P

firm no matter what type of services you are advertising.
your firm.

You are advertising

But when you are stating what you will do a particular job for,

if you know what you can do that job for at a profit, why shouldn’t you say

so?

Now in the auditing field you wouldn’t know and you are sticking your

neck out if you ever do.

A lot of times you do know, though, but you still are not supposed

P

to.
P

Well, I don’t know.

P

What’s the reason for this particular ethic?

P

The only support for a Code of Ethics is not our protection, it is
for protection of the public.

P

That’s right.

P

As far as bidding is concerned, it is not to protect somebody from

cutting us on a bid.

The prohibition against bidding on an audit is, if you

bid and you say we will do that audit for $500, and then you start the job

and it is a mess and you’re fiddling around with it and you have already got

it bid for $500, you can’t, you won’t, do the audit.

You could go ahead and

do the $1000 worth of work or $1500 worth of work, but you won’t, you will do

$500 worth of work and call it an audit.

That’s why for the protection of

the public you have got to prohibit competitive bidding on auditing.

Now you

don’t run into that on a lot of other jobs, but on auditing, the competitive
bidding thing is to protect the public.

It is not to protect us.
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P

That’s true and that’s why I say you can’t carve out one ethic that

doesn’t apply in this case.
P

The reason for the prohibition applies to auditing but it doesn’t

apply to management services or plant layout or anything else.

The reason

for this prohibition doesn’t apply to anything except auditing as I see it.
P

I like this suggestion of Carman’s because, take independence,

really the only place that a CPA has to be independent is when he is giving

his opinion in an audit.
P

I object to that.
to that tremendously.

I have a half-hour speech on that, Art. I object

I think the tremendous advantage of the CPA in the

management service area is his reputation for independence.
P

Yes, but I am speaking of a specific situation.

You do not need to

be independent with regard to client I unless you are giving an opinion on

his financial statements according to the ethics as they now stand.

Because

the independence ethics statement relates only to granting an opinion.

If

you are not giving an opinion then this particular point in the ethics
doesn’t need to be mentioned.
P

Maybe not, but I don’t think we are on the same wave length because
unless I value my sense of independence, let’s say from management interference,
then I am going to do a very poor job in the management services area.

I

don’t know, we have just carried it over bodily and said this applies to what
ever type we are doing when we are holding ourselves out as CPAs.

P

And the reason I think we have carried that over is that being in a
position of this independence, being independence is what has contributed to

the growth of the profession, the recognition of it and to the health and wel
fare of our firms, our businesses.

we are independent.

They've grown.

We are respected because

The tool of accounting has enabled us to become recognized
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analysts, whatever you want to call it where you can get into the management

services area.

The reason I believe that clients retain accounting firms to

get into areas other than auditing would be taxation.

The client, and here

we are talking about the public, wants an independent unbiased opinion on it.

Now whether it is certified to or not is not the point.

The point is that

they want someone outside of their particular domain to examine the situation

and give the best thinking.
To get back to that bidding proposition, it seems to me that there

P

is one area that we run into quite frequently and I suppose some of you do.
We don't happen to have a situation in our community where there is much

competition.
estate taxes.

A lot of people might say we have a monopoly but the area of

There you have to say, or at least what the limitation is going

to be as to what your fee will be.

You can't prepare a 706 until you have

figured in a fee, so obviously you have to give something, usually quite

early before you have a chance to see what all the ramifications are as to
what your fee is going to be on the preparation of a 706.

I have never felt

that in any case in our area, it might be true in a larger community, that
there was any shopping going on at all.

I mean I think that they had already

been determined that we were going to do the work, it was just a question of

how much do we put in the return.

I suppose in large areas it could be used

as a shopping type of a thing, a competitive bid sort of thing.

But generally

speaking I believe it is determined much more on your former reputation, your

former dealings with that client, lawyer, or whoever it is, a lot more than
any fee.

They have seen what fees you charge and they know somewhat what to

expect that you will change, a fee that you think is closest to the proper

thing.

I don't know whether this is for or against what you are talking about

Scott on competitive bidding, but it does seem to me that it sets out an
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example of the type of thing that possibly from the Code of Ethics there is
no way you can follow a strict interpretation of the Code of Ethics there.

Well, I think this might be a good point to stop and go on to the

M

next topic,

George, you have been talking, would you just continue...

Well the topic I have is the concept of the firm,

P

I suppose your

first question might be whose concept of the firm although I think the chapter
is really dealing more with the fact, at least pointed out the fact, that the

practice unit, the thing that we look at in our profession, is a little bit
unique from law or medicine.

This is the firm and not the individual within

the firm and it is the firm that has the reputation much more than the individual

CPA,

This is the basis on which an awful lot of the clients base their de

cisions to give business to one firm or another rather than lose him.
are exceptions to that,

There

I think individuals within the firms become specialists

which Scott will get to next, he points attention here to some statistics that

I thought were rather interesting.
before.

I had been exposed to these to some extent

He says 20% of the firms are individuals without any staff.

This

brings up another point that I would like, Scott and I talked about coming

over here.
I think the terms individual practitioner and sole practitioner are
fairly loosely used, and within the profession, people don’t really understand

what they mean when they say this.

Being a perhaps, an individual practitioner

or sole practitioner depending on your definition myself I am quite sensitive
to this thing.

Often what they really mean when they say individual practi

tioner and maybe all the more, sole practitioner as we are designated here, is
that he is a person practicing with possibly a secretary and nothing else.

This is the sole amount of an individual practitioner’s practice.

On the

other hand it is used obviously within the literature of the CPAs to indicate
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anyone who does not have a partner which nay mean he has fifty people but he
still is an individual or sole practitioner.

It seems to me that when they

are talking about it because it means, they go ahead to indicate, to draw
differences based on this kind of interpretation which obviously, well within

the group here my small practice is a little larger than some of the partner
ships here and so we are not talking about the same thing because it is the
actual size of the firm that differentiates whether or not you can do certain

kinds of business.

with staff.

Well, to go ahead with the type.

There are 30% individuals

This means almost half of the firms in the United States.

They

indicate, by the way, that there are 12,000 now, 12,500 firms whereas 20 years

ago or even less there were only 4,000 firms.

So almost half of those are so

called individual practitioners, however you are going to define them with or

without staff.

50% then are partners of course with staff.

However, though

even the partners with staff, 45% of those have less than 20 staff, 45% of
those firms.

So it gets down to a few hundred firms actually that have more

than 25 partners and staff combined.
Well this wide disparity in this size is, that indicated here,

probably gives more of a psychological than real sense of difference when you
are talking about the problem.

On the other hand there are some differences

I think you could recognize for instance, very easily in a small community
such as we practice in.

You don’t do any large audits, you don’t do very

much auditing because there aren’t firms large enough to do this.

of our gross fee maybe in the auditing category.

Ten percent

And when you are dealing

with small businesses, generally you don’t do a great amount of auditing in

the sense of opinion audits, but in the sense without opinion audits if you
are going to get too complete in your definition of an audit.

Generally I

think the similarities are probably a lot more in our practices.

I don’t
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think that the common body of knowledge in other words is, a great deal different

between national firms and local firms as a whole.

You can pick out local

firms who tend to be pretty much in the auditing field, pretty much in the
tax field.

In other words they have gone off in all directions but local firms

as a whole do about everything that national firms as a whole do.

It gets into

a different area within your firm for instance as to how you can, as I may have
mentioned, I can invest in anything I want to because I am not likely to ever
audit any of these things that I would invest in.

But Scott might have a

problem there.
P

I have a wide field in which to invest.

P

Well, there are some rather interesting types of things growing up
within the profession.
things.
of firms.

Each of us from Indiana happen to be parties to such

These loose and somewhat formal or more or less formal associations
I am sure that many of you may have heard of the American group

of firms, this TAG group happens to be one that is scattered all over the

United States in which they associate together.

Scott could tell you much

more about what all they accomplish, but I think they accomplish some of the
same things that we have in a much younger group of a half dozen CPA firms

in Indiana, that are scattered all over Indiana, one of which is my form.
We are generally looking at a lot of practice problems.

recruiting problems.

We are looking at

And it is a very loose type association.

To me this

has a healthy type of results from a professional viewpoint because, as
collared with a national firm, that is the comparison I would like to present.
The national firm, of course, must give pretty definite policies.

They must

present all, not leave to their branch partners or managers or whatever near
as much discretion as they might like to have in a lot of areas even though
they run it entirely autonomously, they still are restricted in a lot of ways.
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In a group such as these six CPAs I talked about or I am sure the
same thing is true with TAG, we listen to what someone else does, we select

from this if we want but we may turn it down completely and go off on a
completely different tangent as to how we accomplish what seems to be the
same general end result.

And as a result of this I think we learn a lot more.

You certainly restrict with a large organization, the larger it is it restricts
individual initiative just as you have seen in government.
in Washington, D.C. for three years myself.

I have had contacts

As I told Scott coming over here,

I have had occasion to present ideas of why would the audit change the accounting

system in the Navy Department a few times and gotten a few through, but a

You are not restricted

couple of them got through too late to be any good.

in the small areas and you can make things happen much more quickly and so it
seems to me this is a healthy type of thing.
Jack Carey indicates, it surprises me a little really, it did when

I first read it, optimum size of an accounting firm might be fifteen to twenty
people.

Part of his reasoning is, national firms have to exist obviously, I

mean they are, who else could audit your large companies and so on if you

didn't have this type.

Well, it is possible you might have it through such

things as TAG and loose associations you could obviously do some auditing of

larger firms perhaps, larger companies but it is a much more difficult thing.
I think the national firms certainly have a place.

By the same token though

the smaller firms are a long way from being outlawed.
ing rapidly.

In fact they are grow

There has been quite a lot of mergers for instance recently and

a lot of people express the fear that small firms are going out c completely

but just the statistics I gave you a moment ago of how much they have actually
increased the small firms are growing faster than the mergers are decreasing
their ranks in other words.
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One question he asks here is whether or not the size affects pro
fessionalism.

In some ways I hear some of the largest people talk as though

it perhaps does.

In other words they have a service business they really are

running things solely from a profit viewpoint and that's the principle measure

of performance and so on.

But I don't know that this is necessarily restricted

to the largest CPA firms.

It pretty much depends on how the top people on that

are going to look at their firm policies.

By the same token the people who are

policy makers as Jack Carey pointed out often are not the ones who are doing

any of the so called accounting.

They are only managers.

I guess we should

hope that they have come up through the accounting field in order that they at

least have some background there.
You mentioned competitive spirit which is another point that was

brought out in here.

firms.

There is too much competitive spirit among accounting

I think such a group of CPAs as we have indicates maybe that it isn't

necessary, and generally speaking my feeling has been that there is much more
to be gained by cooperation and you don't hurt yourself really by being pretty

open with information about your firm or about the way to do things with
another accounting firm.

As Carey indicates, there is a stronger paternal

feeling and deeper interest in professional work if they should transcend
boundaries of a firm.

To me this has been the way we have operated and I

think it pays off if you want to look at it that way even in dollars and cents

so I haven't actually experienced this competitive spirit and there again it
may be partly because I am in a small community and I don't see it yet.

When

you have more than one firm in a town, I know that some of the six CPAs feel
that there is some limitation on them because there is another firm in their
town and I am sure that personality has developed.

one another.

That the two can't see

This probably happens in various towns but on the other hand I
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do know some of these six CPAs who do have competitors with whom they frequently

have lunch and so it doesn’t need to be this way it seems.

M

I didn’t mean to imply that it was a paternal problem.

I think we

ought to minimize it as much as possible.
They ask the question again, should firms be accredited?

P

have much of a feeling on that.

I don’t

I don’t see that it is a necessary sort of

thing at all and in a way I would probably tend to go the other way.

The

members should all be accredited that are in a firm in order for them to
present...
M

Let me ask you on that George, because isn’t it the firm that is
hired in a great deal of cases to do a job rather than the individual?

P

Yes, I mentioned that in the beginning.

It often times is the firm

that is hired, but still they got that way by a reputation that was made up
of reputable individual members that are CPAs.
P

Some of your regulated businesses, for instance in Illinois your
credit unions where the state is involved, the firm has to be accredited.

P

Well, for some purposes I suppose an accrediting would be useful.

I think we tend to develop our own accreditation and I am not sure...
M

I think that very much happens as an informal accreditation.

P

Who would do it?

P

Well as it is now, it is done by reputation.

It perhaps puts a

penalty on ths fellow just starting out but how would you decide who should
be accredited?
P

The CPA himself requires accreditation.

P

Personally I like that approach.

P

Then the state of Illinois licenses firms as a firm don’t they?

know we got that problem just a couple of years ago.

The license, the

I
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individual has a license but also then they license the firm.

Then on all of

these state departments and so forth they want a building loan report.
can put that in a number of your firm licenses.

You

So in effect that accrediting

the firms but they won’t accredit the firm unless all the partners are
licensed.

It is based upon the partner’s license.

Still the firm, as a firm,

is licensed as well as the individual.

The next point he mentions on the firms is the question of incorpora

P
tion.

This has been a hot and cold deal and on the Council last year there

was at least one time during that period when several states sort of rose up
in arms because of the possibility of pensions.

He concludes here or expresses

somebody’s conclusion that the tax advantages of a corporation are largely

illusory and, in any event, the disadvantages in a corporation would outweigh
any tax advantages that exist.

experience in talking to particularly the

eminent believers from Wisconsin as I recall and Illinois could have had a

little of that during that time, didn’t you pass some kind of a law to permit

a corporation?
P

Professional corporations, yes.

P

Professional corporations.

Anyway my reaction to listening to them

was somewhat that they were more rebelling against the idea that somebody was
telling them that they couldn’t rather than they really wanted to become a
corporation.

I am not sure I interpret it correctly, but personally I tend to

believe that with the personal liability and a lot of what that presents.

By

the way, I was down at Miami two years ago, I don’t know how many of you were
there and heard this one speaker giving a real good provocative type of talk

about why we advise everybody else to incorporate and we don’t do it ourselves.
I thought it was a very good talk and I still finally came back to the feeling
that partnerships really are the way we ought to do business.
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The next thing he mentions is prestige of firms vs. CPA certificates.

This is something we touched upon to some extent.
anything added there.

I don't know that there is

He also mentions the attitude of firms toward colleges.

Mentioning that a lot of them at least look on it as a place to get personnel

and that is only time they are interested.

Art or somebody at dinner last

night mentioned that that is the only time some people are interested when
they talk to him.

He simply presents the possibility that maybe it would be

desirable to talk to them at other times.

Then he gets into the future of the small firm which is pretty dear

to my heart, I guess.

He mentions wide spread fear among local practitioners

that their opportunities for growth will be more and more limited and I am the

optimistic sort that thinks anyone who has that fear is already partly defeating

themselves to some extent.
Actually this gets into a little of the specialization thing that

Scott will be presenting next.

necessary part of the practice.

I think general practitioners are a very

A specialist can't serve a client who simply

comes in and doesn't know what he wants.

I mean he doesn't know whether he

ought to go to tax management services or auditor, sometimes and often times

with a smaller client he doesn't want any of those exclusively and you can't

bounce him from one room to another to give him the best information on each
case.

In fact if you did that each time, take the management services fellow

along to explain to the tax specialist what he had found out and this would
merely give him an astronomical fee bill.

I think this doesn't mean that

specialists don't have their place either, it simply means I think that general
practitioners which might be doctors or diagnosticians or something do have a

very necessary and I am sure continuing and probably broadening place in the
accounting profession.
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One place Carey mentions on professional development that one large
firm, I don’t know whether it was national or not, he said that 10% of its
gross fees were spent annually on professional development and then he goes
ahead to say that the smaller firms tend to range it one tenth of one percent

to 1½% of their gross income is spent on professional development and it would

seem to me that maybe this needs a little analysis of what accounting method
did you use.

How much salaries did you find out, how much time was in this

because I think that we could easily, by some ways of approaching it determine

that we spent 10% of our gross fees on professional development.

The next thing he mentions is client relations can be a problem for
a large firm.

I don’t think that they have an exclusive on that either.

have our client relations all the way down to the smallest of finis.

We

They may

have some, partly what he was pointing out was that clients like to deal with
partners and in the largest firms, obviously this becomes more and more diffi

cult.

But you have the same thing, if you have got two people in your firm,

you try to shove off, that’s a bad term, you try to pass on, train the one a
little lower, working to get the next fellow along and the client doesn’t

always appreciate this.

You do have a little selling job to do I think as

long as there is more than one person in the firm doing the work.

He mentions

several disadvantages of small firms here and I think they are disadvantages

for some small firms.

Maybe they are disadvantages to some extent for all of

us who may find one or more areas where we are certainly deficient.

He mentions

one of the largest areas as being the lack of good management and I am sure
that this is a valid criticism in a lot of cases.
just as obviously does not apply to all cases.

It obviously is I think,

He mentions that very few of

them have systematically planned for their own growth.

recruit high quality personnel.

That not very many

They seldom formalise their staff training
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procedures.

I think that this is not, well at least if you want to take ad

vantage of the Institute’s Professional Development, the programs like the two

week training course and others, this is a formalized procedure and to that

extent at least you can have a formalization without doing too much other than

paying the bill.
true.

They find it difficult to develop specialists.

In fact I discourage it.

I think that’s

I tend to feel that for the size firm that we

deal with, I want my people to pretty much know a pretty wide range of things.
I don’t want them to become too specialized.

Now this doesn’t say, because

obviously there are a couple of us that do state tax work in my firm, maybe a
third of them, but there is some specialization.

It gets that way both from a

functional viewpoint and from the standpoint of what kind of client.

We tend

to say he does all the funeral directors and so forth or he does all the grain

elevators or something like that so there is specialization in that sense still

he needs to know pretty broad in order to do a company or a client at least
from an auditing, a tax and management services viewpoint.

a little less so, he needs to have a pretty wide range.

Management services
I already mentioned

professional development, whether or not we do these.
Valid criticisms may be made about some for neglecting client rela

tions and community activities.

This is true of some but not all.

I think

that those who do the most in those areas tend also to be the most successful.
He mentions the pressure of work is one of the reasons.

I thought it was rather

interesting, I have had I think about this seminar, I have never been around

one of these things for two days without somebody discussing fees quite a bit

and this one does get into the fee area a little more.
CPA’s attitude toward himself is a basic difficulty.
low and he hesitates to raise them.

He indicates that the
Usually his fees are too

I am sure this is true of everyone.

Some

of us have less hesitance about doing it than others, but they need to face up
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to the fact he says, and I agree that it is better to charge more for better

services to fewer clients and work shorter hours.
don't always follow it.

We all agree with that, we

He also indicates that the low fee structure maybe

due partly to lack of self confidence on the part of local CPA firms which
makes them undervalue their own service.

And I have observed this too among

other CPA firms something like, I doubt that with as large a firm that this
TAG group has that this makes much difference, but a group such as we have
with six CPAs, this helps a lot in this area too.

Just informal relationships

with another CPA at anytime usually helps to find out where you stand and you

cut what he says in half and you still realize you ought to raise it some.

I suppose I think one of the truest statements that is sometimes

difficult to recognize is that there will never be one composite image of the

CPA as typical of the entire profession and I think this is surely true.
all have practices that differ in a lot of ways.

We

We have a lot of ways that

are similar, but in a lot of ways we are quite different and I think this is,
as I mentioned before, a real healthy sort of a thing.

I think it offers to

you in the colleges, as you pass us along to the students, they really have

a profession here in which they can probably find the kind of thing that they
would like to do if they had at all the basic com
mon knowledge.
M

George, an observation that I have made within the last year or so,
I think the small firm was very slow to pick up some of the developments that
the bigger firms picked up.

But probably, in terms of the last five or ten

years, the most progressive, the most energetic group that has ever existed
has been the small firms.

programs.

I mean they are participating more in all these

They are all working very hard, I had one firm write me just for a

list of all the operations research technicians.

This was one man, I think he

maybe overstepping his possibilities but the point is that they are all
really trying.
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p

I am sure that since this is on tape I should make such a statement,
I am sure that one thing that has contributed more than anything else is the
American Institute’s Professional Development Program.

This has been a big

factor in the smaller firms being able to update themselves and update their

practices and administer some of these things that they mention about good
management and so on much more intelligently.

I think that if anything can

contribute to what they also pointed out here that in the last five years,

there has been the great growth in local firms.

They probably, I would say,

Carman, are more prominent even than the national firms in a lot of the Insti

tute activities, or as prominent perhaps.
P

There are individuals definitely who are.

P

I think we should give the Institute credit too for the flow of in

formation that has come out from them in the last five or ten years.

Things

such as the Management Services Handbook and the book on the management having
their own practice and various other books and periodicals that have come out

and that I think have been very helpful to us and made us very cognizant of

the things that were started by the bigger firms or that were started first
and were carried out by them.
P

Although some of these were developed by some committees, I know

that I am familiar with local practitioners committees that started the ball

rolling on some of these special bulletings and so on and then they developed

from there.
M

If I can prove my point just a little bit further.

The thing that

I think is important that this image that the smaller firm is not the tail end
of the dog that thing is with us and there hasn’t yet been recognition of the,

let me say that 3 years ago I would probably have been the one to have said I
think that the output of the small firm is very low, very dismal.

I don’t
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see very much for it.

But I have changed that completely as I say within the

past year because it looks to me like this is a group that is getting into all

this management services activity and they really are looking awfully good and
maybe it is the Institute’s program that has contributed to it.
P

I am sure that this has a lot to do with it.

P

Of course, but part of it is communication again, because a year ago

some of you may have read in The Journal of Accountancy an article in the

Practitioner’s Forum that I wrote that was actually a speech that I gave to
the Indiana University Accounting Club which they didn’t indicate there of
course.

firm.

After it was over I had at least two professors apply for jobs in my

Mainly it was a question of communicating to them just what the possi

bilities are and what exists in a small community and a small firm and what

you can do with it.

I think that this is something that still needs further

communication within the profession.

I talked to national firms representa

tives and I think the colleges though or at least at that point professors

at the university who heard me talk, they told me that they came away from
there saying that they had a different view of what we were doing.

They

thought we were doing write-up work or something like this, and so you fellows

can help an awful lot I am sure to get a different view of what those local
firms do do.

Then following up that, this year they had a Local Firm Day at

Indiana University in the fall and it was the largest turn out they have ever
had of accounting students at the meeting and they had four local firm fellows

give short talks about what they did and each one of them were quite different
and I thought it gave a good picture of it.

And I am sure this does get some

of this communication barrier broken down and I am real happy to see that

coming along because I think that is a big part of it.

And just one more thing

on that, I am on the Institute’s Local Practice Committee with about eight
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people headed up by Bernie Isaacson, and we were in New York last month and
in going there part of our job was to—and the 8 of us are all people who have

had quite a little experience or contact or whatever you want to call it with
Institute activities and so on—but we were to criticize the Institute.

What

is it that the Institute is not doing that it ought to be doing, this type of

thing.

So we each brought with us a number of things because we thought that

this is an area that the Institute might go into in which they would help
local practitioners some more.

And I would say that, of course, some of us

duplicated, but 80 to 90% of the things, the Institute is already doing a

pretty good job on.
anyone.

CPAs.

M

We didn’t realize this and I think we should have if

Again it is a question of communication from the Institute to the

I think that pretty well concludes what I had to say on that.

Well, George brought up a number of points there, let’s just throw

it open for any comments anyone might have on them.
Norton, I would volunteer a few observations or a few experiences.

P

Bud asked me during the interim if you would be interested in knowing my re
action to some of George’s comments.

I assume this is because I am an individual

practitioner too and probably the smallest of the group that is here today.
I don’t think that it makes too much difference if you are an individual

practitioner or a partnership in that you have people associated with you and
you try to draw them into the firm in so far as participation is concerned.
The only difference is that you just don’t call them a partner at the present

time.

You may be looking toward this eventuality but you haven’t reached it

at the present time.

I was real interested in your comment about the local or

the individual firm, the difference in your attitude in the
I might recite to you my experience.

past 3 years and

I was with one of the large firms in my

original entry to the profession and then left and started up a practice.
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During this period of time after I left the large firm, which was in the late
'40s.

During the early ’50s I attempted to carry on with that type of

experience which I felt was excellent.

I was very impressed with the program

that they carried on and the experience that they gave me, but it seems to me
that it was about seven or eight years ago that I became cognisant of the

tremendous change that was taking place in the profession and I think this was
a direct result of the Institute and attending the various Illinois Society

and American Institute meetings where this information was flowing all the

time or started to flow probably about that time it seemed to me.

So that I

tried to participate in these professional development programs and the
Society and American Institute programs to achieve a greater competence in

some of these areas than I thought I had prior to this.

I am sure that I

feel that I am far short of the goal that I would like to achieve, but I do

feel that I have made some accomplishment in this direction, particularly
during the last few years.
an individual practitioner.

ble.

I don't find any particular problem operating as

I think in a small community this is very possi

One of the most important elements of our work is our client relation

ship and this is the thing that we can do very well if we put our mind to it

and we can do this better than the larger firms because of our much closer
contact with our clients.

It is desirable to achieve some specialization in

a general practice in any field, in the auditing, taxes, or management services

which are not as finely dilineated in the smaller firm, they just sort of flow

together as it were.

You still need some specialization in all of these areas

and it seems to me that you can do this by attempting to have men on your
staff spend time in this particular professional development area.

In this

way you can accomplish some specialization with which it is probably sufficient
to carry on.

I am not sure that this is sufficient though I have doubts in my
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own mind, some reservations about all these matters.

that I have found that has been very helpful to me.

There is another thing
That is that I have pre

served this association with the large firm, one of the big eight and they
have been very kind and are perfectly willing to help me in any problem of my

client that I would bring to them and they have done that on many occasions so
that I feel that in this particular way which probably touches on the subject
that George is going to talk about next, that I have a backlog of experience

and competency that is available for those areas in which I don't feel that I
am competent and I realize that there are many areas in which I am not

competent to perform some of the services that my clients require.
Of course I think that if you are going to make an audit, you are

P

going to have to use your whole staff of various kinds of things.
they can't specialize to an exclusive point.

So that

They can specialize some, but

they also have to be auditors, in part, you can't make an audit of a given
size.

To me this adds a little variety and so on that maybe is some added

interest as opposed to a firm large enough to have an exclusive audit staff.

One of the other things that you reminded me of, an individual practitioner

vs. partnership.

I think a partnership, if you can find the right partner,

must be the best way to operate.

I think maybe you shouldn't feel that you

have to go into a partnership as the only way to operate because I have been

looking for a long time for a partner, I think I have one now by the way, but

I have a real top notch person who in a year or so will probably become a
partner.

We did a number of things as an individual practitioner that

answered most of the objections that anyone ever raises to an individual
practitioner.

For instance, we had buy and sell agreement, a funded buy and

sell agreement within our firm for buying out the practice which was insured

and so forth.

It protected both the practice, the employees and my estate

20?

and there are several things that if you attack the problem you can solve it
as an individual practitioner without having to go to a partnership.
P

You mean you had a buy and sell agreement with employees so that in

case you wanted to get out your employees would understand?
P

This was pretty much on death actually although it was funded with

some retirement features that could have become retirement either for employees
or for myself actually.

P

Well, without having any partnership agreement?

P

Without having any partnership agreement.

P

Well, this was one reason I asked Harry about it and I wanted to

explore this area that I am under the impression that many partnerships or the

Institute or Society believes that the sole practitioner is not provided for
the continuing of the business and for the employees and that if something

happened to the sole practitioner that his practice would just die and your

profession is shrinking.

What George brought out confirms my beliefs that a

great number of the sole practitioners have provided for the continuation of

their business, which is unbeknown to the AICPA or to the Societies.
has been a lot of static about emergency assistance and so forth,

There

flow in some

cases certainly you are going to have that but I think the Society and the
Institute have been of great service in focusing attention to that point to
make the so called sole practitioner it has provided for.

P

I think maybe a somewhat interesting sidelight, this funding which

is a trusting arrangement with the bank of the buy and sell agreement has some

excess funds over the amount necessary to buy the insurance on my life and
this we invest in stocks and six or eight years ago one of the stocks we in

vested in was Zerox.
P

You're in the wrong line of business!
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P

It’s a good thing he doesn’t audit Zerox.

P

Sounds like you’re practice is a side line, George.

P

You brought out a point that bothered me about the individual
practitioner, the sole practitioner, and that is how to meet the problem of

necessary specialization.

Maybe it is because I haven’t been closely enough

in touch with it but it seems to me that to be very effective in income taxa

tion you have got to spend almost all of your time.

A person who attempts to

do very much else is not too well qualified in income tax.

At least that’s

the way the thing looks to me when I am ready to make out my own return I
throw up my hands and go to a CPA.

P

I don’t think that’s true.
here would feel that is true.

I don’t doubt if most of them around

But you should recognize that in specialization

you are as close as your telephone to a lot of people you know.

As he men

tioned in the big eight firm that he knows and I go to some of them and some
other firms to people who are very specialized.
benefits that isn’t mentioned that should be.

Possibly this is one of the
Perhaps how small firm practi

tioners or partners, either one, take part in Institute or Society activities.

It gives them a personal contact with someone in the larger firms who is a
specialist and to whom they feel they can talk to and who will understand

their problem and will be willing to talk to them.

This by itself is a bene

fit of society and professional, the small firm might have better access, and

I suspect Scott might go along with this, I may have better access with some
of his tax specialists than some of the people in his own firm.
P

He can get an appointment see them.

P

I would tend to take issue with you on the point that taxes is

probably the area where the most specialization is required.
agree with Carman on that.

I would have to

At the same time I think that the by and large
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most of the problems with the experiences you have had and the services that

are available can be solved by you, really you don’t have to go to the
specialist, but when you do then I find that the majority of my discussions

or consultations with the firm I mentioned is on tax matters.

Not too long

ago I was in to see the partner and we were discussing this problem he said,

"Just a minute let me call New York because there is a fellow there and that’s

all he does."
P

So I mean the area of specialization goes very deep.

Well, I think one thing that must be kept in mind regarding the ex
tent of specialization is the size of the client that is being served.

The

so called small practice probably isn’t necessarily concerned with how the
foreign taxes are on foreign subsidiaries.

P

I mean this is....

If all he has got is $1.50 foreign taxes on that foreign stock you
really can ignore it.

P

Yes, you forget it.

P

Plenty of domestic problems.

P

Right but...

P

Domestic tax problems.

P

Generally the complexities of the problems are in relation to the

size of the clientele.
M

I hate to just keep moving on to another topic.

I think we can

spend a day on every one of these, but in a sense, the one that George Allen
is going to talk about continues this.

and accreditations.

P

It covers specialization, referrals

George will you give us a little bit of background there?

Alright, Norton.

To prepare at least slightly I went back over this

particular chapter of Jack Carey’s book and I have just picked up perhaps out
of context a few of the things that he has written about and then I would like

to perhaps follow these up with a few of my own ideas that you can all take a
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crack at.

Jack has said the following things.

The field of professional public

accounting practice is becoming so broad that there is no alternative to
specialization.

Parenthetically, I think we have just mentioned some of the

alternatives that may be available.

He also says presumably the prevailing

sentiment in the profession today would be against the accreditation of
specialists.

He also goes ahead to say the public now has no way of identi

fying specialists and also parenthetically I guess, knowing where to go to

get their problems solved.

He has talked a little bit about something I would

like to mention, the accrediting of sub-professional technicians and he has

also mentioned the publishing of a directory by the AICPA—a directory of
specialists.

Although these three topics, the idea of specialization, accrediting

and referrals are pretty well intertwined, I would like to just make a few
statements about the first two and then perhaps go into the subject of referrals

and how it seems to be working out and what the possibilities down the road
might be.

On the subject of specialization and accrediting I have to speak

from the frame of reference of our own practice where there is a fair degree

of specialization.

The backbone of the practice continues to be a number of

audit and accounting partners and clients.

There is a relatively smaller

group of people involved as tax specialists.

management services.

They do no auditing, they do no

They are theoretically on call for members of the Audit

Department, although every return of a client where there is an audit connection
is prepared by the supervising partner of that particular audit client and

then goes into the Tax Department for review.

But we have found, at least

with our clients, that it is almost impossible for the audit partner or the

man who is dealing principally with auditing and accounting problems to at
the same time adequately serve most of our clients in the tax field where

there is any problem.

What we would hope is that they would be sufficiently
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cognizant of possible problems to be able to recognize as they come up and go
to the specialist for an answer.
So far as the specialization in management services, I think our

principle reason for splitting that off from the audit division probably two

principle reasons.

One was that we were being asked by clients to undertake

certain matters and we couldn’t find anyone who didn’t have himself so completely
booked up with recurring engagements that he had to take care of so we were
losing business which we thought we ought to have.

I think the second reason

for specialization or breaking these people off from the general audit section

was that we felt they could spend the additional time in professional develop
ment and in study which we really thought was necessary if these fellows were

really going to be competent to even a half way sophisticated level in certain
of the disciplines that are involved here that may not be involved in accounting
and auditing.

So this is sort of the way ours has grown up.

I think I perhaps have a somewhat radical idea as to how many of our
practices are going to look personnel wise and ten years down the road.

I

feel that the size of your practices and mine quite possible we are going to
see three distinct types of people.

It seems to me that the captain of the

team so far as serving clients is still going to be the CPA.

Some remarks

were made yesterday that this is the entering point of the profession and
that that is the way I certainly feel about it.
important that he run the show.

It seems to me that working with him are

probably two others types of people.
technician.

I think that it is extremely

One may very possibly be the non-certified

I think that there is as much of a place for this person, although

he needs a little more formal recognition, in most accounting firms as there

is for the medical technician, lab technician that we see in medical practice.
As I look at some of our audits now we are using juniors, boys directly from
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college who probably are objecting to the type of detail that they are involved

in.

This is one reason we lose some of them.

I think this type of work very

possibly might be programmed with a man who has not had the degree of education

that you gentlemen are giving him at the university level.

I think there will

be, in the firms that are your size or larger, certain specialists in both the

tax and management services area because if I’m the captain of this team that
is serving my clients, I am absolutely sure that there are some areas that I
am not competent to carry by myself.

So much for what I think the CPA firm is

going to look like down the road apiece.

The question of accrediting, Jack

has mentioned that he feels at this point that the profession probably would

not agree that this is a good thing to do.

I think that it is a matter that

is coming down the road apiece because I think people will want to know that
the people who are doing their work have at least certain minimum standards by

which they are proceeding.

I think these minimum standards at the present

time are almost completely nonexistent.

We get into certain specialties and

we proceed because we are interested in them or for some other reason but
there is no objective basis whatsoever for accrediting one person over another.

It seems to me that the accrediting of individuals is the direction in which
we want to move rather than firms.
Skipping from it to the matter of referrals I think many of you know

that the Management Services Committee of the American Institute has wrestled

with the problem for about four years now and a lot of heart has been torn
out in trying to find an answer to the question.

I think it has resulted in

the present committee recommending to Council that a directory of certain

specialists be set upwithin the mechanism of the Institute where people who
wanted to find out who is an expert let’s say in cost justification for an

FTC case might go and see that certain firm for certain specialists within
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their ranks who are spending a considerable amount of time in this specialty.
As far as our firm is concerned, a matter of this sort is sort of like going

to the doctor to find out about a disease of the inner ear.

up once in 10 years maybe.

Further there is a question as to whether or not

our specialists should be that specialized.
a help to us.

This would come

Something of this sort would be

George Green has mentioned that one of the principle advantages

of getting together with his fellow practitioners is that he finds out who

has done certain types of works.

all of us.

I think this undoubtedly very valuable to

We have had referrals in our particular situation both going up

stream and down stream.

We have gone to a national firm, for instance, in

this very case of the Federal Trade Commission cost justification matter.
This was a back door referral in which the client knew that we were referring

matters but the national firms representative did not appear on the scene.

We have had a number of what we call upstream referrals.

I would say about

half and half of them, half of them have been where we have participated with

the other CPA firms, assisting his client on a matter where we are right on

the scene doing field work and everything else.

The other half would be the

back door referrals where they come into us because they just want to check
their signals as to how they are getting along on their program.

I think

that this personal relationship type referral is probably going to go a great

deal further than anything that the American Institute might try to set up in
the way of directory.

Because when I refer something upstream and I want to

retain this particular client within the firm, after we get through, I would
like to say obviously that so far this has been the situation.

The firms

that have referred to us still have their clients and we think we have some
good friends and the same thing has been true of our upstream referrals.
am now ready to get shot at I guess.

I
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I would like to comment a little bit on this specialization problem

P

and perhaps answer Carman's view there on tax specialisation.

It has just

occurred to me that maybe small firms are getting a little wrong impression

of what general practice is because to give you a little more of a picture of
our own firm, we have 50% of our gross fees comes from tax work which is, and

I am talking about tax work which is interviewing the client, preparation of
tax returns, planning tax transactions and representing them before the In
ternal Revenue Service.

At least that is what we classify in that area and

that is what I am talking about.

When I say 50% of the whole firm that is one

thing but actually when I talk about what I do personally and what the top

two or three persons in the firm do, maybe 80 or 90% of their work is actually
in the tax area and it is tax preparation very much.

I mean I do very little

tax preparation, maybe a little state taxes, but generally I very rarely do

it.

I will be in the interviewing, the planning, and the representation area.

So I may be pretty much of a specialist even so you see, Canaan.

As a matter

of fact in oil and gas taxes I know I feel a little bit of familiarity, more
than a little bit of familiarity with auto gas taxes.

field of its own.

And this is quite a

I know that national firms, if you go to Indianapolis for

instance with not much contact with auto gas taxes, I wouldn't feel too much
inferior with any of their tax specialists in this area.

So I mean it maybe

that we in local firms are getting a little wrong impression here of what a
general practice is or what a specialist is or whether or not we are actually

specialized.

P

That's the gist of it.

You say 80-90%, I think that's more time in the tax area than our
specialist spends in taxes.

P

I am talking about 80-90# of my chargeable time.
total time.

That's not of my
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Is it possible for a firm of 20 professional people to have real

p

full-time 100% specialists?

tion in our practice.

I question whether it is because of the organiza

Most tax work is in January, February and March.

What

are the tax people going to be doing the other 9 months?

In our firm we have two men that spent almost all of their time on

P

taxation the year round—80-90%.

Then during tax season we have maybe 5-6

other men that are spending almost all their time on tax return preparation

and so forth, so we don’t have seven people working on taxes the year round,
but we do have two.

Well, in our firm where we have about an equal mix of partners as

P

we do professional staff; the partners are pretty well specialized but they
also are general partners and they are in charge of audit jobs and write-up

jobs.

Every partner has pretty much the same mix of jobs that he is responsible

for, is that wrong?

P

I don’t say it is wrong, it is not the way we do it.

P

I think that is exactly what we may enter into.

You have probably

a successful approach, as I see it and both of them can be.

P

I think it is certainly true that the size of the firm dictates the
As you said, Harry, the man in Chicago called the

degree of specialization.

guy in New York who is even a finer specialist than the one in Chicago.

I

have had experience in talking to national firms where I had a particular
problem and it has taken a little while to get down to the guy who really

works on this all the time.
P

On this referral business, the state society has published a booklet

of supposed specialists.

Does anybody know how that program is working?

last thing I heard was it was a complete flop.

P

That referral deal?

The
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P

Consultation, yes.

P

This has been a flop in Indiana.

P

I am on that list and have been for the last two years.

The consultation service.
I have had

two phone calls in the last two years and they were both from the same fellow.

P

Well, I am on that list too, and I think I have had about one.

P

I am on the list for Virginia and of course I am not in Virginia too
much of the time, but I have had I think two calls in the last two years.

Well, I feel better now, because I am on the list and I have had no

P

calls.

P

I wonder if one of the things that caused that in the Illinois

program, I am not sure the others are the same, but I know that it’s free.
And I have always been a great believer that you get exactly what you pay for.

I wonder if there were a fee basis connected with the consultation service if

it wouldn’t be more successful.
P

I would think, George, that it would be as George put it, that the

man he wants to talk to, he wants to do it on first name basis.

Now if your

name may be there, and I don’t know you, I am not going to call you.

going to call the fellow I know on that particular list.

I am

Therefore in my

situation, I don’t look at that list because I look at the firm that I am

acquainted with.
P

I think on the consultation though, like the CPA consultation service
there is more of that than is on the surface.

You sit around and have a few

drinks and a couple guys start talking about it, that’s where he is getting

his consultation.

The fact that it should be a fee thing, that’s where a lot

of the consultation is held back.
P

I was going to say that I felt a little badly that I wasn’t on that

consultation list, but actually I have had more calls than any of you.
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I have tried to rank these problems.

P

In order, I would rank personnel

as the number one problem and the things related to that, the attraction of
qualified people which I suppose starts at the earliest possible age in grammar

school or before, so I would say the number one thing that the Institute should

work on is a program to interest the type of personnel, the best possible
personnel and then on from there, the education, training of education of

personnel in the schools, recruiting of personnel by the firms, training within
the firms, and so forth.

I don’t know that there is a great deal that I can add to what’s

P

already been said except that in looking back again, and this has been mentioned
before, we can’t help but recognize that the profession has had changes during

the last twenty-thirty years.

With the expanding population and advance of

business, there is no reason to believe that the challenges for the next

ten-twenty-thirty years will not be as great.

And so I am certainly con

vinced that the business in the future is going to need more CPAs doing more

things and more complex things because of computers.

I am convinced that communications is probably one of our most
important problems.

This relates not only to the public, to our clients also,

and to some degree among CPAs in general.

As was mentioned yesterday, I believe

in evaluating our public image, no one has said anything particularly bad to

say about CPAs, but I don’t know that this necessarily favorable.

Somewhere

I read that in relation to criticism, if we have never been criticized, it

seems that we have never said anything, been anything, nor done anything.
And I think that we need to be aggressive in our approach to solving problems

that we have and aggressive in communicating ourselves to the public and
aggressive in filling our nitch so far as the future needs of business are
concerned.

In order to accomplish this, of course, we can’t forget competency,
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as again has been mentioned previously, this constantly up grading of our
competency and this certainly would apply to all CPAs.

M

Mike.

P

Again, this is in repetition.

The one area that seems to continually

come up in the summaries and in our discussions in the past day and a half was
this idea of communications.

Vertical communication from the AICPA down to

the sole practitioner, down to the students, and horizontal communication, in

research, research from partner to partner.
I would like to toss out a few ideas for whatever they are worth.
I think that there is a definite need for a good journal in the area, dealing
solely with advanced research.

Perhaps the Journal of Accountancy might

clarify its own editorial policies, segregate out certain of the articles as
being solely research articles and put them in a separate publication.

Another question related to communications idea:

just what can the practicing

accountant do to support the educational programs at the schools, by schools,
I mean both the high schools, universities and graduate or professional

schools.

We might give some consideration to the development of case materials

by the practitioners.

To having the practitioners act as guest speakers or to

act in much the same sense that your local doctors act as your clinical
professors of medicine supervising the interns in the clinics.

Also as part

of this problem of communication, is communication with people outside the

profession, the public as a whole.

The development, the maintenance of a

professional image, is one part of this.

As a second part, the educational

responsibilities of the CPA informing the public.

Somewhat apart from these

problems, we discussed the question of how do we attract top students to the

profession.

One thing that has been suggested, is to get in touch with the

guidance counselors at the high schools.

Perhaps we might give some
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consideration to going even a step further than that and letting the guidance
counselors know that certain of the practicing CPAs are available for con

sultation with the high school students.

Would you be willing to shoot the

bull for awhile?

I think that we have to come to some conclusions in the not too

distant future as to just what the CPA exam is or what it should be; what its
scope should be and related to this, the whole question of accreditation of
specialties.

This is, again, the direction we will eventually have to go.

A related problem to this and one which we did not solve yesterday, was the
question of defining what is the practice of accounting.

If we are going to

talk about accreditation of the specialties or about research projects, we must

have some way of delineating just what it is we are doing, just what it is we
are going to assert we have some expertise.

I like the idea of developing a group of technicians very much.

I

think that the profession as a whole should do considerable research in this

area.

This would be a very fruitful time to consider this, given the current

development of the junior college system and given the government job corps.

This might be a nice way to get the government to pick up the tab.

A remark

was made earlier this afternoon, that there maybe some spin off organizations
developing.

Indeed there are many of these organizations in business light

now, especially in the management services area.

There is one that goes even

a step further than the management services area; namely, the Institute of

Management Sciences subdivision of one of their interests groups called the

College of Measurements, which is attracting many of the top accounting

professors.

This is the organization that they are associated with and this

is the organization they are using most of their efforts for.

how you solve that problem.

I am not sure
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M

I am sure when we play back this record, this will be evident.
Carman?
I have one thing to add that already mentioned.

P

That I have a

feeling that the importance this communication is taking, it may take a

clarification of our code of ethics.

But I have a feeling that our code of

professional ethics should permit us to disclose confidential information of

our clients to other practitioners to whom we might go for consultation and
discussion and advice.

I have always assumed that that was the case, but

nevertheless, it isn’t made clear.

in discussing a case.

Doctors freely consult with other doctors

I have the feeling that there are a great many of our

smaller practitioners operating alone or operating with a very small staff

who have no partners or don’t have partners with whom they feel they can
really solve the question and they want more additional consultation.

There

should be developed a greater freedom among accountants to go to each other
to discuss their client’s problems with the feeling that it will stop there.

When they go to consult they are really bringing another accountant in on a

professional basis which will close his mouth from any disclosure of informa
tion that he has obtained in connection with that contact.

And that this in

itself might free a number of people who would hesitate to go and to do any
thing, to go and talk their questions over with no fear even though they don’t
mention the clients name, they do hesitate for fear that the person with whom
they talk will know who they are talking about because they know the communi

ty, they know what kind of business, know what kind of clients this fellow
has got.

Therefore, they have it pin pointed and know that XYZ company has

this problem so they hesitate to do it.

M

Well, I am adding only my own comment very briefly.

area of communication was our most serious problem.

I think the

I think in terms of
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unification of the profession and I believe that this can be accomplished more

by an expanding of ideas among all people, all members of the profession and
including this, professors, everybody in practice, large and small firms, I
include in that members of the profession who are no longer in public practice

but who move from it, but they represent a part of the profession as much as
the doctor who is employed by someone else.

With such a unified body, well

coordinated by means of extensive communication I think we would present a

much more desirable image to the public for recruiting purposes and just about
every imaginable.

I think that this is a problem that the Institute should

deal with and I think it is a problem with which every one of us should deal.

The second point I had was this education of the input.

great deal of systematic research needed on that.

I think there is a

So I would submit that a

great deal of research in education should be undertaken by the universities.

I think that research itself, in general, is an area to which the Institute
should direct attention on a broader scale than that of developing accounting
principles.

Although they are certainly the most difficult problems and the

most acute, nevertheless there are other problems such as the communication

problem of the public report.

Such problems as research on the profession it

self as has been referred to.

These I felt were really the important issues

that came out of the discussion here.

One of the things that most impressed

me was how the small firms have really taken the initiative here in developing

themselves in far from being the tail end of the profession, I’ll honestly say
that they are the most progressive groups in the profession if we think over

the last five years period.

This suggests that the Institute should encourage

this because the motivation is high among these smaller practitioners.

has to be a means whereby they can realize their objectives and desires.

There
This

I think is a very crucial area that we might well tie under communications as
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well.

Gentlemen, that is all I have on it.

Does anyone have anything further

on it?

I would like to make one other comment which I forgot but which

P

Mike’s summarization brought out.

I would like to make the strong suggestion

that the Institute and the Council reconsider the section problem.

Because it

is my personal feeling that this does not divide the profession but really

provides additional possibilities for the communication image which is mostly
what we have been talking about.

Does anyone have anything further?

M

Well, gentlemen, I must tell

you that I was greatly impressed with these five minute summaries.
meeting is adjourned, I want to thank you for coming.

Well, the

If you should have any

incidental expenses other than driving here, or back and forth, talk to Mike,

not me.

Selected Materials Sent to Participants
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Biographies of Participants in LRO Seminar
November 12-13, 1965

BICHARD C. BATES

(Dick)

42 years of age
Graduate of Rockford School of Business
Partner, firm Pollard and Wheeler—Rockford, Illinois—since 1957
Size of firm: 4 partners, 9 staff
Past Chairman of the Northern Chapter, ISCPA, and member of Illinois
section of AICPA membership committee

NORTON M. BEDFORD

(Norton)

48 years of age
Ph.D., Ohio State University
Professor of Accountancy, University of Illinois
Member, Committee on Long Range Planning - AICPA
CARMAN G. BLOUGH
Former, Director of Research of AICPA
Currently, Visiting Professor at University of Illinois
ROBERT L. COKER

(Bob)

40 years of age
Graduate of Bradley University
Partner, firm Clifton, Gunderson, Coker and DeBruyn—Peoria,
Illinois
Size of firm: 4 branch offices
E. J. FARRELL

(Eddie)

44 years of age
B. S. University of Illinois; LLB University of Illinois
Partner, firm Ganger and Diehl—Decatur, Illinois
Size of firm: 12 partners, 65 staff
N. V. FILBEY

(Nate)

45 years of age
Graduate of University of Illinois
Partner, firm Andrews, Filbey and Smith—Champaign, Illinois
Size of firm: 8 staff
Member of Advisory Board to Illinois Department of Audits

GEORGE E. GREENE

(George)

49 years of age
B. S. Indiana University
Sole practitioner Linton, Indiana
Size of firm: 14 staff
Director and Chapter President of Indiana Association of CPA’s
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E. HUGH HENNING

(Hugh)

42 years of age
B. S. University of Illinois
Partner, firm Henning, Strouse and Jordan
Size of firm: 16 staff
WALTER KARLOSKI

(Walter)

39 years of age
B. S., Millikin University
Partner, firm Richardson and Karloski—Decatur, Illinois—since 1959
Size of firm: 2 partners, 3 staff

ROLAND J. KELSEY

(Bud)

44 years of age
B. S., University of Illinois
Partner, firm Putta and Kelsey—Barrington, Illinois
Size of firm: 2 partners, 13 staff
GEORGE E. MORGAN

(George)

42 years of age
B. S., Bradley University
Partner, firm Morgan, Ellis and Company—Peoria, Illinois
Size of firm: 3 partners, 9 staff

GEORGE S. OLIVE. JR.

(George)

47 years of age
A. B., Harvard College
Partner, firm Geo. S. Olive & Company—Indianapolis, Indiana
since 1948
Size of firm: 31 partners, 140 staff
President-Elect of the Indiana Association of CPA's

PHIL F. SCALLON

(Phil)

44 years of age
B. B.A., University of Wisconsin
Partner, Fonteine, McCurdy & Company
Size of firm: 80 partners and staff

HARRY F. TOPPING

(Harry)

46 years of age
M.B.A., University of Chicago
Sole Practitioner
Size of firm: 6 staff
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MYRON URETSKY

(Mike)

25 years of age
Ph.D., Ohio State University
Assistant Professor of Accountancy, University of Illinois

ARTHUR R. WYATT

(Art)

38 years of age
Ph.D., University of Illinois
Professor of Accountancy, University of Illinois
Author of A Critical Examination of Accounting for Business
Combinations, Accounting Research Study #5, AICPA
Member of American Accounting Association Committee on Long Range
Planning
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UNIVERSITY OF ILLINOIS
College of Commerce and Business Administration
Urbana 61803

DEPARTMENT OF ACCOUNTANCY

250 Commerce (W)
October 4, 1965

TO:

All participants in the Long-Range Objectives Seminar

FROM:

Norton M. Bedford

SUBJECT:

Material for the Planning Committee

Attached is a copy of some material Jack Carey sent me
regarding the needs of the Planning Committee which is studying
the future of the CPA profession. If any of you are hesitant about
selecting a topic for discussion at the meeting this material may
be of help to you. In any event I should like to receive some kind
of commitment from you regarding the area on which you plan to ex
press most of your views.
I’m looking forward to our meeting with considerable
anticipation. Every day it seems to be more and more a need that
the profession examine it’s future.

NMB: jmg
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September 27, 1965

Norton M. Bedford, CPA
University of Illinois
Department of Accountancy
250 Commerce (W)
Urbana, Illinois 61803
Dear Norton:

excellent.

The list of participants in your seminar strikes me as
We should get some very rich material from this group.

I agree completely it mould be impossible to cover all
the topics in the book.

Enclosed is a list of questions which our new Planning
Committee has developed as a guide to its efforts in the coming
months.
At a recent meeting it was decided that Question No. 1
would receive high priority. If satisfactory answers could be
developed to this series of questions, many of the others will be
easier to deal with.
I am sending the list to you with the thought that it
may be helpful in guiding discussion at the forthcoming seminar
which you have undertaken to conduct. Please do not feel obliged
to hold the discussion rigidly to this outline. We want fresh,
original thinking, whether or not it happens to conform with this
particular pattern.

In any event, the committee is most immediately inter
ested in getting reactions to the series of questions which heads
the list, and it is hoped that you will give as much time as pos
sible, therefore, to Question No. 1 and its sub-topics. In what
ever time remains, the other questions can be dealt with to the
extent that the group desires.
With all good wishes.

Yours sincerely,

Signed John L. Carey
Executive Director
JLC:A:jmg

enc.
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Questions for AICPA Planning Committee

1.

2.

What is the professional practice of accounting? How can it be described
in terms which will attract public respect, and guide CPAs to most con
structive efforts?
(a)

Does it embrace bookkeeping, write-up work, computer-service-bureau
operation?

(b)

Does it embrace the work of specialised technicians — as in opera
tions research, industrial engineering , EDP? If so, should they be
qualified as members of the profession without meeting present CPA
requirements? If not, should CPA label be changed?

(c)

Is the scope of practice likely to expand beyond present areas?
so, in what directions?

(d)

Can the presently identified areas of practice — auditing, taxes*
management services — be reconciled in some overall unifying concept
which will also accommodate the probable new areas of practice in
the future?

(e)

Are there basic conflicts among auditor-independence* tax advocacy,
and management advice? If so, can they be eliminated?

If

In the light of the profession's goals* and its own conception of the
nature and scope of its practice* what type of human input will be needed
to make possible achievement of the goals? (Note 1)
(a)

How can the desired types of recruits be attracted to the profession?

(b)

What should the profession attempt to do about

(1)

Researching student attitudes and motivation?

(2)

Adapting university education to the profession's needs?

(3)

Communicating with superior students with desired attributes?

(4)

Providing whatever continuing education facilities are necessary?

(5)

Adapting the CPA examination to present and future needs?

(6)

Improving and expanding use of aptitude and selection tests?

(Note 2)
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3.

4.

Assuming clear goals, an accepted concept of professional accounting prac
tice, and satisfactory human input, what should be standards of competence
for qualification as professional accountants?

(a)

A single minimum standard for general practice (cf. admission to the
Bar), followed by higher accreditation in specialities (cf. specialty
boards in medicine)? Or separate levels of minimum competence on a
functional basis (accounting, attest, taxes, management services)?

(b)

In either case, how can appropriate educational background be providedthrough business schools or by separate professional schools?

(c)

Can acceptable standards be maintained by 53 legal jurisdictions?
not, what alternatives are possible?

If

What should be done, if anything, to improve standards of performance and
conduct in
(a)

Auditing and accounting principles

(b)

Tax practice

(c)

Management services

(d)

Ethics

5.

What will be the probable impact of computers on all aspects of accounting
practice? What should be done to prepare for it? (Note 3)

6.

What are the implications of the firm as the unit of practice, rather than
the individual CPA?

(a)

Can firms as such qualify as members of a profession? Does it matter?
Should CPAs continue the effort to be recognized as a learned pro
fession? Should they be permitted to incorporate, to gain tax and
liability advantages?

(b)

Are there basic differences between the practice of large multi-office
firms and small local firms, or are the differences largely of degree?

(c)

Is there a minimum size which a local firm should attain in order to
compete effectively?

(d)

Is there a possibility that all substantial clients may gravitate
eventually to a relatively small number of nations, regional and very
large local firms?

(e)

Should small local firms be encouraged to merge with each other?
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(f)

7.

8.

9.

As specialization progresses can an effective system of referral be
designed for the benefit of local firms?

What, if any, additional action should be taken to improve client and pub
lic understanding of the nature, scope and value of present and future
services of CPAs? (Note 4)

(a)

Should CPAs increase their participation in community, government and
other public service?

(b)

What should be done to avoid the imposition of unreasonable legal
liabilities on CPAs?

(c)

What should be done to improve relations with other accounting organi
zations, other professions, and other disciplines related to account
ing (e.g., mathematics, economics, behavioral sciences)?

(d)

Should the U. S. CPA profession take the lead in an effort to raise
accounting standards on a world-wide basis, thereby gaining the re
spect of international users of accounting data? (Note 5)

What research programs or studies should the Institute conduct or stimulate
in addition to research on generally accepted accounting principles?

(a)

In auditing, taxes, or management services,

(b)

On business information systems — specifically so-called “total"
systems in computers — and their probable impact on all phases of
practice?

(c)

On the possibility of developing quantitative standards by which over
all management performance, in the light of the public interest, could
be measured?

(d)

On the relation of financial statements and generally accepted account
ing principles to national income and GNP statistics, and other economic
statistics used as bases for broad policy decisions?

(e)

On tax theory and possible rationalization of the tax system?

What should be the role of the Institute, state societies, state boards,
CPA firms, and individual members in delineating and implementing the pro
fession’s objectives?
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1.

The forthcoming study of the "Common Body of Knowledge for CPAs" should shed
some light on the questions in this section.

2.

A proposal for a study in this area is being prepared by Columbia University’s
Bureau of Applied Social Research.

3.

The current research project conducted by System Development Corporation for
the Institute may provide a basis for consideration of this question.

4.

See Elmo Roper survey, 1963, of opinions of CPAs by executives of small manu
facturing companies. Should similar surveys in other areas be planned?

5.

Institute committee on international relations is now exploring this possi
bility with the World Bank, which might finance a massive effort to help
developing countries through improved internal accounting and financial re
porting. (See Enthoven article in August, 1965 Journal of Accountancy.)
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LRO Seminar

1.

Financial Reports to Investors

(a)
(b)

(c)
(d)
(e)

2.

3.

External Reports to Credit Grantors and Special Reports
(a)
(b)

Should statements or auditors' reports differ?
Should auditor, with client permission, deal direct with

(c)
(d)

bank?
Government compliance examinations
What kinds of special reports have participants given?

Opportunities in Accounting and Auditing

(a)
(b)

(c)

4.

Uniformity - comparability
"Education of investors" - change opinion, form of financial
Statements, include explanation of limitations? (Flynn - net
income - candy cane on Xmas Tree)
Status of APB opinions
Definitions of GAAP?
Responsibilities - management v. auditor

Audit information system, as well as financial statements?
Audit management performance? What standards, measurable
in quantitative terms, could be devised? What type of attest
is possible?
In what new areas of economy should audit function be ex
tended ? (Non-profit ?)

Change in Character of Tax Practice
(a)
(b)
(c)

(d)
(e)

(f)

Schizophrania - independence and advocacy? Cf. M.S.
Can CPA role as distinct from lawyer's be clearly defined?
Never has been.
Should tax returns be attested in some form? Wouldn’t this
tend to clarify distinction between CPA and lawyer?
What’s wrong with joint CPA-lawyer practice - if confined to
taxes?
How can tax accounting be made to conform with business
accounting ?
Will tax practice gradually become less important to CPAs?
Simplification - competition of lawyers.
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5.

Scope of Management Services

(a)
(b)
(c)

(d)
(e)
(f)

6.

CPA Services to Government
(a)

(b)
(c)

(d)
(e)

7.

How can CPAs serve local government - in improving manage
ment as well as auditing financial statements? ($50 billion)
What opportunities in Federal Government?
Volunteer advisory services on policy? Should AICPA have
committees on Federal Budget, Tariff, Balance of Payments,
Fiscal Controls? (Don’t these all involve debit and credit
relationships?)
Are CPAs hostile to government? If so, how change?
Should CPAs get into politics directly?

Education and Training

(a)
(b)
(c)
(d)

(e)

8.

Relation to information systems - but why limit?
Impact of computers (AICPA project)
Is there a difference in approach of national and local firms?
i.e. advisor v. implementer - CPA service center - indepen
dence?
Independence (?) cf. tax
Attest function in M. S.?
What is a business information system - what basically does
a small business need to know to operate efficiently?

Goal - professional school at graduate level?
Vocational v. basic disciplines - impact on small firm?
Relation of educational program to attraction of superior
students
How strengthen “Professional Development"? Junior staff
training. In-charge. Week-long refreshers in summer for
partners?
“Human input" - recruiting, motivation study.

Public Interest, Social Obligation, Public Relations
(a)
(b)
(c)
(d)
(e)
(f)

In last analysis CPA creates “image"
Take positions of matters of public concern?
Fallacy of "educating the public" via P. R.
Rifle shots to key groups - thought leaders
Communications - a staff job (PW?)
Community service - Client relations

Clients?
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9.

Liability
(a)
(b)
(c)
(d)

10.

Ethics

(a)
(b)
(c)

11.

Any hope for sole practitioner?
Is bigness bad? Competitive? Necessary? Commercial?
Mergers - How many? Why? Decreasing?
Basic difference between local and national practice?
Ideal size of local practice?

Specialization - Referrals - Accreditation
(a)

(b)
(c)

13.

Enforcement problems - state boards?
Pushing independence too far?
Hampering CPA competition with banks’ computers, with
management consultants

Concept of the Firm
(a)
(b)
(c)
(d)
(e)

12.

United we stand - Adverse testimony?
Human to enjoy colleagues’ misfortunes?
Win some cases!
What could AICPA do

Should CPA firms include specialists who are not accountants or should the goal be to base specialization on a Common
Body of Knowledge? (i.e. generalist to specialist?)
Are referrals increasing? (AICPA service?)
Should specialists be accredited

Research
(a)
(b)
(c)

How about a research center? Coordinate
What areas need research?
How do it? - Universities? Other agencies?
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14.

Publications

(a)
(b)

15.

Quantity - quality - specialization?
Levels of audiences

Professional Societies

(a)
(b)
(c)

What’s wrong with then?
Who should do what?
AICPA - Regional offices, sections?

Unfinished Business?
Closing Remarks
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UNIVERSITY OF ILLINOIS
College of Commerce and Business Administration
Urbana, Illinois 61803

Department of Accountancy

To Participants in the
LRO Seminar

November 3, 1965

This is just a brief note to let you know that everything
looks fine for the LRO Seminar November 12-13, 1965. The Union has
informed us that they have provided a very comfortable meeting
room (Room 267, Illini Union) beginning 10:30 A.M. We also have a
private dining room set up at the Union.

I am including a draft of Professor Bedford’s opening
remarks to give you some idea regarding the tone of the conference.
A copy of a speech given by one of the members of the Seminar,
George S. Olive, Jr., is also included since it is particularly
relevant to the topics that are being discussed*
If there are any ways that I can be of assistance to
you, please feel free to call on me*
Sincerely yours,

Myron Uretsky
Assistant Professor of Accountancy

MU:lmh

Enclosures
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Speech by George S. Olive, Jr.
THE CPA FIRM OF THE FUTURE

September 28, 1965
Minnesota Society of CPA’s

Gentlemen - It is a pleasure to be here tonight with the Minnesota
Society.

There are two advantages of serving as a pinch-hit speaker.

You need not talk on the subject originally assigned to speaker No. 1.

I would like to go one step further and not speak on the subject I had

originally chosen for tonight.

I suppose this is a direct result of just

having returned from the Institute meeting in Dallas where those of us

who attended normally get our batteries recharged and make various promises
to ourselves on the things that we think we are going to do that we just

haven’t had time to do yet.
In any event, I would like to share with you tonight a few thoughts

and predictions on the CPA firm of the future.

A Subtitle might be:

Where Will We Be Ten YEARS From Now?
A friend of mine has often said ’’The best thing about the future is

that it comes just one day at a time."

The real question that I would

like to explore with you tonight is - considering the environment in which
we are now doing business and the environment in which we are likely to be

doing business a decade from now - which of us will survive?

I would like

to look at this question from the standpoint of firms rather than individuals
since I am fully convinced that the days of the individual practitioner -

except in rare circumstances - are very limited.
Let’s consider this question and its implications from four points of

view - and then if we have time - cover some of the things that we have

done in our firm to sharpen some of our practice tools.
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My four areas of consideration are these:
(1) The present and probable effects of automation.

(2) Specialization of practice within the firm.
(3) Optimum size of practice units.

(4) Advantages of the local or regional firm.
first - as to the present and probable effects of automation.

It is

interesting to note that fully half of the technical sessions at the recent
annual meeting of the Institute involved the threats or blessings of the
computer and automation to the CPA's practice.

Those of you who attended

this meeting were probably as impressed as I was at the attendance at

technical sessions.

Golf games and sightseeing seemed to take second place

to CPA's who were running scared.

Perhaps this is a direct result of

significant articles and speeches that have suggested strongly that the

computer is about to take over the work of the CPA and that shortly he
is to become obsolete and technologically unemployed.

I am sure many of you are feeling the same rumblings that we are
feeling in Indianapolis.

Three of the major banks are offering, or are

almost ready to offer, computer services to certain of our clients.

Isn't

it perfectly reasonable to expect that they can prepare monthly and year-end
statements without audit in a fraction of the time that is now being

required and certainly at a lesser cost to our clients?

To me, it appears

that any firm in which a majority of the billings are derived from somewhat
routine statement preparation are in for considerable trouble as we try
to visualize what they will be doing for their clients ten years down the

road.
Let's suppose that we have upgraded our practices - and that the attest

function - statements leading to a clean opinion for third parties represents a considerable portion of our practice.

We are probably in
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somewhat better shape to take on the future but we are still not immune
to the effects of the computerized society, - for two reasons - one of

slight significance and another of very great importance.

The real prophets of doom among us are saying that since the banks are
going to be keeping the books for our clients they are going to have all

the information that they need and that the independent audit for credit
purposes will be a thing of the past.

I am not inclined to subscribe to

this view because I believe that most of us - but not all - are rendering

certain other services along with the independent audit that the service

bureau will be ill-equipped to provide.
A second and much more real danger to the attest function is our

inability to audit the computer when most of our clients' records will not
consist of the journals and general ledger that we are used to examining.

The manager of the future is not going to need these tools to run his
business and it will be up to us to audit through and with the computer
rather than around it.

It is in this area that we can become obsolete

long before we really expect to retire.
I am fully convinced that record keeping for our clients a decade
hence will be substantially automated.

Our answer would seem to lie in

education and training in computer technology so that we are ahead of
rather than behind our clients.

The AICPA has retained outside computer

experts who have been working over the past six months to help determine

the best ways for the profession to meet the challenge.

A by-product will

be an intensive course - supplementing present professional development
courses - to be ready late this year.

**********
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Let’s take a look now at specialization within the firm and what it

may look like a decade from now.

All of our clients need tax services

of the return preparing variety - and many of them need tax planning

and many years ago this led to at least some specialization in most

accounting firms of any size.

Like the medical profession, the general

practitioner is supposed to be able to care for the general run of ills

and to know when to call in the specialist when the case calls for it.
Even our smallest clients have need to improve the profitability
of their businesses.

Most of them are eager to find better ways to do

things and the easiest way of evaluating alternative choices in the

business area.

If the CPA firm does not offer these specialized skills in

the management services area his client will probably head for someone
who does.

A general sharpening of skills seems necessary if our clients

are to survive and prosper and grow during the next decade.
What I am suggesting is that specialization is already with us in the

CPA profession, and that since no man can be all things to all clients, we
had better have some individuals within our firms who spend full time in

the management services area.
In my opinion, it is just a matter of time before the idea of sections

within the Institute is a matter of fact and some facilities are made
available for those with like specialities to find a common meeting ground.

With these thoughts on the effects of automation and specialization

behind us - what is the optimum size of the CPA firm ten years down the
road?

Jack Carey, in his book "The CPA Plans for the Future” has some

worthwhile and provocative thoughts on this subject.

the Concept of the Firm, Mr. Carey has this to say:

In his chapter on
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"It may well be that the fifteen or twenty-man firm, includ
ing both partners and professional staff, can best combine the
advantages of being able to serve most of the needs of fairly large
clients and being able to develop specialists without the neces

sity of formal and costly administrative procedures.

Close

personal acquaintance and frequent personal communication are

possible in a group this size.
elaborate controls.

Idle time can be minimized without

Sound personnel policies, job evaluations and

salary administration classifications can be administered informally
without requiring the full time of a partner or office manager.”

And now finally — what are some of the advantages of the local or
regional firm that it can use profitably in order to survive during the
next decade?

I believe that there are 5 real advantages that this size firm has
over the giants in the profession.

These are as follows:

(1) Close personal partner contact with clients.

(2) Clients of a size that are generally without in-house
specialists either in the management services or the

tax areas.

(3) Better possibilities for communication both within

and outside the firm.
(4) Less turnover of recruits - 40% of big 8 recruits not

there after 5 years.
(5) Flexibility of operation — the bigger you get the

harder it is to change — and therefore less ability
to plan effectively for the future.
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There are some obvious disadvantages of not having the size to
accomplish certain things.

I predict that ten years from now many local

and regional firms will have formed affiliations with other similar firms,

such as our organization has done, to fill some of the gaps that are a

part of not being among the biggest.

Geo. S. Olive, Jr.

NMB: jmg
11/3/65
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LRO SEMINAR - November 12 and 13. 1965

To the best of my knowledge there has never been a
meeting of quite this kind before, either in the CPA pro
fession or in any other profession.

It is true that Jack

Carey and Bob Trueblood have gathered together other small

groups to discuss the future of the CPA profession, but this is,

I believe, the first contribution to be made by small to medium
sized CPA firms.
You are a group selected from a number of suggested

participants on the basis of intelligence, experience, and in
terest in the profession.

You represent the smaller accounting

firms, the individual practitioner, and educators interested

in the small to medium sized firm.

The purpose in asking you to come here, as you know,
is to get a representative cross-section of opinion on what
ought to be done about some of the problems which the profes

sion faces in the future.
The Institute’s new planning committee has been asked

to come up with a long-range plan for the Institute and the
profession in 1968.

In the next two years the committee will

concern itself mainly with getting the reactions of CPAs all

over the country to the propositions in the book, "The CPA
Plans for the Future”,

(as well as any problems which may have

been overlooked in the book which concern any members.)

This seminar is an organized effort to get well
considered and representative opinions on some of the major

problems.
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We have tape recorders to take down everything that is

said.

It would be unfortunate if the frank expression of your

views were inhibited by the fact that a record is being made.

If anyone hesitates to say what he really thinks, or to ask
any questions, no matter how critical or unconventional they
may seem, much of the value of this exercise will be lost.

Now, we are not here to make decisions but only to

elicit information, opinion and points of view.

We are not going

to take any votes, and it isn’t necessary to reach a consensus
on anything.

What we want is to hear from as many of you as

possible on every point that comes up.

After each kick-off

speaker has introduced his topic there will be about half an
hour for free discussion of that topic.

sharp and as brief as possible.

anything anybody says.
in the book.

Make your points as

Do not hesitate to disagree with

Do not hesitate to disagree with anything

Do not hesitate to be critical of the Institute, or

the state societies, or the big firms, or the little firms, or

the schools, or anybody else involved in our affairs.

The only rules are that we call each other by our first
names, that we not get mad at each other, and that we stick rea

sonably closely to the time-table so that everyone will have a
chance to deal with the topic which has been assigned to him.
With this in view, I may have to cut off discussion on some

topics in order to move along to others, with the understanding
that if we get through in time, we can revert in the closing hours

245

to any points that have not been fully developed.

If we can start Saturday morning’s session promptly
at nine o’clock, and if we can keep the luncheon recesses down
to an hour and a half, I think I can get you out of here at
three o’clock tomorrow afternoon.

O.K.

Are there any questions?

I will ask Art Wyatt to lead off with his ideas

on the proper practice of Accounting.

#######

